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— PICTURE OF A PROBLEM ——> 


During recent weeks wounded World War II combat 
soldiers—in the short sound motion picture ‘No Help 
Wanted'’—have been telling the story of the hard road 
back to their places in American business and industry, 
from the screens of theaters in all of the larger cities of 
the United States. 


“No Help Wanted" was filmed because there are hun- 
dreds of thousands of physically handicapped men and 
women in this country—veterans and non-veterans— 
who are finding it difficult to get jobs that will keep them 
valuable and self-supporting citizens, and because this 
unfortunate situation is not getting enough public atten- 
tion. 


The American Mutual Alliance produced “No Help 
Wanted” because mutual insurance companies write a 
large share of the workmen's compensation insurance 
which pays the cost of the nation's industrial accidents. 
They speak of industrial safety with authority. 


These mutual insurance companies wished to go on 
record as testifying that physically handicapped work- 
ers, properly placed, are among the safest and most 
efficient of employees. It is good business to hire the 
physically handicapped. Their accident record is excel- 
lent, their production is high, their hiring has no bearing 
upon the employer's insurance costs. 


"No Help Wanted” in 35 mm. one-reel version is avail- 
able free to theaters; ask theater managers when they 
plan to show it. 


‘No Help Wanted” in 16 mm. 18-minute version is avail- 
able free for group showings to labor, veterans, employ- 


ers, church, school, social and business organizations. 
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HOSEN president of the National Association of Mutual Insurance Companies at the organ- 
ization’s 50th annual convention held November 11-13 in Buffalo, N. Y., Mr. Robideau 
long has been prominent in the farm mutual insurance field. He is secretary of the North 
Dakota Farmers Mutual Fire and Lightning Insurance Company, and of the North Dakota Farm- 
ers Mutual Tornado and Cyclone Insurance Company, both of LaMoure, N. D. For the past two 


years he has served as vice-president of the National Association of Mutual Insurance Companies. 
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NEXT MONTH 


The outlook for rate regulatory legis- 
lation at 1947 sessions should be brought 
into sharp focus by the December meet- 
ing of the National Association of In- 
surance Commissioners, and the develop- 
ments which will follow. We expect to 
continue keeping abreast of this vital sit- 
uation in our next issue. 
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“A QUESTION OF PHILOSOPHY” 


LMOST at hand is the deadline 
for presentation to the forty-four 
state legislatures meeting early in 
1947 of measures designed to preserve 
state as against Federal regulation of 


the insurance business in this country. 


Its approach has been the signal for 
an increase in a mischievous pastime 
—-that of throwing rocks at the sug- 
gested rate regulatory bills designed 
to accomplish this end, bills developed 
by the National Association of Insur- 
ance Commissioners and by an Insur- 
ance All-Industry Committee made 


up of nineteen national insurance 
associations. None of the rocks, 


which typically take the form of loud 
and illogical public statements by in- 
dividuals with axes to grind, has been 
sufficiently well-aimed to do much 
damage. But collectively they have 
had some effect in furthering their 
obvious aim of confusing the issues in 
the minds of those not thoroughly 
familiar with the subject—a recog- 
nized propaganda technique highly 
fevored by those whose arguments 
will not stand analysis. 


The most heart-rending cries have 
arisen because the bills referred to 
seek to establish effective regulation 
of fire insurance and casualty insur- 
ance rate-making by state insurance 
regulatory authorities. This would 
abolish competition, so the story goes; 
it would stifle progress, and would 
place the insurance business in a 
straitjacket. The fact is that adoption 
ef the bills would do nothing of the 
sort. The reason there is so much 
noise is that such regulation would 
prevent selling insurance to favored 
policyholders at lower rates than 
were charged other policyholders 
similarly situated, and the noise is 
loud enough to lead to the suspicion 
that there has been more of this sort 
of thing going on than generally was 
believed. 


Because of what is going on, par- 
ticular interest attaches to the state- 
ments made recently before the Life 
Underwriters’ Association of the City 
of New York by Robert E. Dineen, 
New York State Superintendent of 
Insurance and President of the Na- 
tional Association of Insurance Com- 
missioners. His thesis was that thirty- 
fcur years ago the New York state 
legislature considered the same basic 
problem which confronted Congress 
in 1945, when it enacted Public Law 
15 providing that certain Federal 
statutes shall be applicable to insur- 
ance after January 1, 1948, to the 
extent that insurance is not regulated 
by state law. 

He offered the following quotation 
from the 1911 report of a New York 
state joint legislative committee on 
fire insurance companies: “The effect 
of a period of sustained open compe- 
tition is the procuring by the public 
temporarily of cheaper insurance ; this 
advantage mostly falls to persons of 
influence; the quality of the protec- 
tion is lowered, since the companies 
are weakened. Furthermore, if the 
process continues long enough some 
of the smaller companies will be 
forced to retire and their business will 
be absorbed by the large companies.” 


He offered the following quotation 
from the 1945 debate in the United 
States Senate on Public Law 15, by 
Senator Ferguson of Michigan, one 
of the measure’s sponsors: “This bill 
would permit, and I think it is fair to 
say that it is intended to permit, rat- 
ing bureaus .. . In the last session we 
passed a bill for the District of Co- 
lumbia allowing rating. What we saw 
as wrong was the fixing of rates with- 
out statutory authority in the states; 
but we believe that states’ rights 
should permit a state to say that it 
believes in a rating bureau. I think 
the insurance companies have con- 
vinced many members of the legisla- 
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ture that we cannot have open compe- 
tition in fixing rates on insurance. If 
we do, we shall have chaos. There 
will be failures, and failures always 
follow losses...” 


“Back in 1911,” Superintendent 
Dineen asserted, “our legislature came 
to grips with the question: shall in- 
surance companies—excluding life in- 
surance companies—have the privilege 
of making rates in concert or shall the 
state anti-trust law be made applicable 
to them, the effect of which would be 
to prohibit agreements on rates? The 
legislature decided that companies 
should be permitted to make rates in 
concert if they wished to do so, pro- 
vided their concerted activities were 
under the supervision of the Superin- 
tendent of Insurance. At the same 
time it gave insurers the privilege of 
acting independently if they so de- 
sired. Since that date our legislative 
philosophy has remained unchanged, 
and today New York companies are 
permitted at their own option to act 
individually or in concert in the field 
of rate-making. 


“The same general question was 
presented to Congress in 1945, al- 
though it was presented under differ. 
ent circumstances. The Supreme 
Court had held in the SEUA case in 
June of 1944 that the anti-trust laws 
were applicable to the insurance busi- 
ness. If Congress had concluded that 
agreements to fix prices in the insur- 
ance business, as distinguished from 
business in general, were against the 
public interest, no further legislation 
was required. I say this because the 
Sherman anti-trust act prohibited 
agreements in concert and that law 
was applicable to the insurance busi- 
ness at that time, without further ac- 
tion. The Congressional debate shows 
that Congress concluded that after 
January 1, 1948—the deadline fixed in 
Public Law 15—agreements to fix 
prices would be permitted in the insur- 
ance business provided they were reg- 
ulated by the states. 


“There is this difference between 
what the New York legislature did 
and what Congress did. The New 
York state legislature prescribed a 
regulatory pattern. Congress, on the 
other hand, left the decision squarely 
up to the states. If any individual 
state concluded that agreements to fix 
prices in the insurance business were 
not in the interests of the citizens of 
that state, the state was under no obli- 
gation to pass legislation of any kind. 
Under the terms of the bill the Fed- 
eral anti-trust laws would then be ap- 
plicable to the interstate aspects of 
insurance company price-fixing_oper- 
ations within that state. On the other 
hand Congress also gave the states the 
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option of permitting price-fixing com- 
binations provided they were regu- 
lated. Under Public Law 15 any state 
has the privilege of arriving at the 
same fundamental decision which 
New York made in 1911, a decision 
which perm‘ts companies to operate 
independent'y as well as through the 
nedium o% }) ice-fixing combinations.” 


“The existence of price-fixing com- 
binations is expressly permitted by 
New York law. The Superintendent 
has no power to compel independents 
to join price-fixing combinations, nor 
to make members of price-fixing com- 
binations function as independents. 
Furthermore he has no power to de- 
termine how few or how many com- 
panies may join in the concert of ac- 
tion. The theory of the law is that 
the Superintendent is vested with 
sufficient regulatory power, irrespec- 
tive of the size of the combinations, 
to stand between these combinations 
and the public and to see to it that 
the interests of the,public are pro- 
tected.” 


“Many people in the business for- 
get that there is a direct relationship 
between the amount of regulatory 
legislation required and the manner 
in which insurance companies elect to 
operate. If companies desire to take 
advantage of the privilege conferred 
upon them by law to operate as mem- 
bers of a price-fixing combination 
and in that process carry their activi- 
ties to the point where they monopo- 
lize or very nearly monopolize the 
field, it seems to me self-evident that 
they must expect a degree of regula- 
tion commensurate with their prac- 
tices and dominant position in the 
field.” 


“One of America’s largest fire com- 
panies, which operates as a member 
of monopolistic price-fixing combina- 
tions in various parts of the country, 





recently has announced its support of 
a proposed bill which markedly cir- 
cumscribes the activities of price-fix- 
ing combinations in the insurance 
business and which contains a pro- 
vision—not found in the New York 
law—making their existence depen- 
dent upon a finding by the Commis- 
sioner that such combinations are in 
the public interest. Under this pro- 
posal the Commissioner in making his 
determination could, no doubt, con- 
sider the size of the combination and 
the extent, if any, to which it would 
dominate the field. If the proponents 
of this measure are sound in their 
appraisal of the problem, it may well 
be that some of the concerted activi- 
ties in the insurance business which 
have heretofore been regarded as es- 
sential are not as indispensable as has 
been thought.” 


“Notwithstanding the debate which 
is now going on throughout the coun- 
try upon what form of rating bill shall 
be enacted, the responsible people in 
the business—particularly those who 
operate price-fixing combinations—- 
have, with few exceptions, recognized 
the need for effective regulation. They 
know, as we all do, that some day the 
efforts which we are now making wiil 
be subjected to scrutiny. When that 
time comes it is our hope that no one 
will be able to say with justification 
that the legislation which was drafted 
through this joint effort of the in- 
dustry and the Commissioners per- 
mitted, to use the words of Assistant 
Attorney General Berge, ‘a system of 
private controls under a cloak of state 
protection.’ If we all do our respec- 
tive jobs well we can preserve state 
regulation of the insurance business. 
And in doing a credible job in con- 
nection with the fire and casualty 
business it will redound to the benefit 
of the life insurance business.” 





ee @ 
HOLIDAY OBSERVATION 


HE editors of the JouRNAL oF 

AMERICAN INSURANCE take this 
occasion to extend the traditional 
Christmas greetings to our readers— 
both steady and occasional—and to 
express the sincere hope that the new- 
year will prove for them both pleasant 
and successful. 


A publication differs from many 
other types of enterprise, in that at 
the holiday season it can offer its sub- 
scribers little more tangible than its 
good wishes. Ordinarily its circula- 
tion includes individuals of so many 
types, and of so many shades of opin- 
ion and interest, that it would be im- 
possible even to select neckties which 
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‘would please more than a small per- 


centage of them. About all it can do 
is to attempt to give them, during the 
year which follows, articles and in- 
formation which will be of greater 
value to them than those which it has 
published in the preceding year. 


The past year has been one of con- 
siderable expansion in the circulation 
of this magazine, and we are inter- 
ested especially in any suggestions 
from our many new readers as to sub- 
jects which they believe should be 
treated during the coming year. A 
letter from each of them on this topic 
will furnish us with an opportunity 
to give them a Christmas gift that 
will be of value throughout 1947. 
Suggestions from readers of many 
years’ standing, of course, will be 
welcomed equally. 


The next year will be an important 
one in the history of fire insurance 
and casualty insurance in this coun- 
try, perhaps the most important which 
it has experienced. The volume of 
vital legislation that will be advanced 
in the states probably will be greater 
than ever before, and the public em- 
phasis which discussion of these legis- 
lative measures will inspire promises 
to result in a keener public awareness 
of the whole mechanism of insurance 
than has existed in the past. The 
spirit of change is in the air, and 
while the machinery of state regula- 
tion of the business is being over- 
hauled opportunity doubtless will be 
seized to urge other changes. It is a 
year in which the successful insurance 
man should keep himself thoroughly 
informed concerning developments in 
which he might have, at other times, 
not too great an interest. 


In short the editors would like to 
know what our various groups of 
readers—buyers, agents, underwrit- 
ers, loss men, safety and fire preven- 
tion engineers, executives, farm com- 
pany secretaries and directors, edu- 
cators, students— would like the 
JouRNAL oF AMERICAN INSURANCE 
to give them for Christmas. Letters 
should be addressed to this publica- 
tion, rather than to Santa Claus. 





ACCIDENT COSTS 


HE average city motorist proba- 

bly feels that he has more than 
enough things to worry about already, 
from finding a place to park and try- 
ing to keep his fenders intact while 
driving in traffic to wondering wheth- 
er his present vehicle will hold to- 
gether until he is able to purchase 
a new one. A study on the direct 


JouRNAL OF AMERICAN INSURANCE 


cost of traffic accidents completed re- 
cently by the Lansing, Michigan, 
Safety Council and the National Con- 
servation Bureau—which theoretically 
arrives at an approximation of the 
cost of an automobile accident in the 
average city—is certain to furnish 
him more food for uneasy thought. 


The study holds that the average 
traffic accident victim loses $170 in 
salary, pays a $92 doctor and hospital 
bill, a $220 repair bill, and has $26 
in miscellaneous expense growing out 
of the accident. The average driver 
who escapes injury pays $73 for his 
accident, but if he is injured the ac- 
cident costs him $408. Cost to the 
average injured passenger is $206, to 
the average injured pedestrian $468. 
The total average cost per accident 
is held to be $115 in property dam- 
age, $470 per car-occupant injury, 
$350 per pedestrian injury, and $1,- 
830 per fatality. The average non- 
injured driver loses 34 day in time, 
the injured driver 1534 days, the in- 
jured passenger 29% days, and the 
injured pedestrian 35 days. 


MOWBRAY REVISION 


URING recent years there has 

been a very considerable growth 
of interest, within the fire insurance 
and casualty insurance business, in 
what is rather loosely termed “insur- 
ance education.” The interest is in 
teaching individuals already working 
in. insurance more about its basic prin- 
ciples and more about aspects of the 
business with which they may not 
come into contact in their regular jobs, 
or in inducing them to learn more 
aLout such things. It is understandable 
that there is more than a little empha- 
sis upon increasing the individual's in- 
surance selling abilities. 


Whether this constitutes education 
or job training is a matter which can 
be argued endlessly. But in arguing 
i" those engaged in fostering such 
activities for insurance organizations 
have been forced to do some thinking 
and some investigation. One of the 
things many assert they have dis- 
covered is that the insurance texts 
available fall somewhat short of being 
effective tools for carrying out such 
programs. 


Many of the texts are out of date, 
so that they fail to hold the interest 
of students of this sort, even though 
the basic principles of which they 
treat may be just as sound as they 
were the day they were embalmed be- 
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tween book covers. Others seem to 
have so little connection with the re- 
alities of the business, as the student 
encounters them in his work, that 
they lack authority. Too many con- 
centrate upon narrow fields, so that 
the student must have access to an 
extensive insurance library to find out 
what he wants to know. 


For such reasons probably most of 
those identified with insurance educa- 
tional programs will welcome the 
third edition of “Insurance, Its The- 
cry and Practice in the United 
States”, by Albert H. Mowbray, 
which has just been published by Mc- 
Graw Hill Book Company at $5. 
Since the first edition of this work 
appeared in 1930 it has been one of 
the general insurance texts which 
comes closest to meeting the require- 
ments of the working insurance man 
who is interested in learning more 
about the background of his business. 


The newest edition follows closely 
the outline of the earlier volumes, 
Lut even a cursory examination indi- 
cates that Professor Mowbray has 
rewritten considerable portions of the 
text, and has brought many of the 
chapters right down to the present. 
As before the book begins with the 
discussion of risk, analyzes the vari- 
ous types of insurance contracts, dis- 
cusses types of insurance carriers at 
some length, outlines the insurance 
market and the problems of the in- 
surance carrier, treats of state super- 
vision of private insurance, and ends 
with a section on insurance in state 
policy. 


The volume should be of value not 
only to the student who seeks to 
broaden his knowledge of insurance, 
but probably will be widely quoted 
upon certain subjects as an authority 
by insurance spokesmen who know 
quite a bit about insurance funda- 
mentals themselves. The section upon 
insurance rating, for instance, ex- 
presses a number of fundamental 
points which a great many insurance 
men seem to have forgotten in the 
heat of the debate over what type of 
rate regulatory statutes should be 
adopted by the various state legisla- 
tures at their 1947 sessions. The 
author’s remarks upon the effects of 
unbridled competition alone would 
scem to be required reading for some 
of the rugged individualists who have 
become increasingly vocal as the dates 
for the openings of legislative sessions 
draw near. The raising of a modest 
fund dedicated to placing a presenta- 
tion copy in the hands of each of them 
might, in fact, prove one of the best 
investments the insurance business 
generally ever has been in position to 
make. 
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Need for Rating Legislation 
Stressed at Mutual Convention 


HEN some nine hundred of- 

ficers of mutual fire insurance 
and mutual casualty insurance com- 
panies representing every section of 
the United States assembled at Buf- 
falo, N. Y. on November 11-13—for 
the 50th annual convention of the Na- 
tional Association of Mutual Insur- 
ance Companies, and the 30th an- 
nual meeting of the Federation of 
Mutual Fire Insurance Companies— 
there was little doubt as to the sub- 
ject in which most of their interest 
was centered. It was the situation 
which has developed as the result of 
the finding by the United States Su- 
preme Court that insurance is com- 
merce, with all that that involves as 
tu the future of insurance regulation 
in this country. 


In consequence the Buffalo meet- 
followed a pattern which has 
become general for insurance gather- 
ings in recent months. Principal em- 
phasis at the larger sessions was upon 
the effect which application of the 
Federal anti-trust laws to insurance 
would have upon such_ traditional 
concerted activities of insurance com- 
panies as the making and use of uni- 
form rates based upon combined ex- 
perience, and upon the steps which 
the leaders in the business have been 
taking—in cooperation with the Na- 
tional Association of Insurance Com- 
missioners—to work out suggested 
legislation which will preserve in- 
surance regulation as a state function 
rather than permitting it to come 
within the Federal province. 


Ings 


At other sessions held during the 
three-day period there was, of course, 
considerable discussion of specialized 
insurance problems more or less tech- 
nical. There were a number of ex- 
cellent addresses upon subjects far 
removed from the field of regulation 

such as the observations of New 
York State Superintendent of In- 
surance Robert E. Dineen upon the 
desirability of reducing insurance 
paper-work ; the remarks of secretary 
H. L. Kennicott of Lumbermens 
Mutual Casualty Company, Chicago, 
upon education for insurance; the 
recalling of the National Association's 
fifty years of history by secretary W. 
A. Rutledge, Farmers’ Mutual Hail 
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Heavy Attendance Marks First Postwar Conference of 
National Association of Mutual Insurance Companies 





Clyde J. Robideau, LaMoure, North Dakota (left), receives the gavel symbolic of his election 
to the presidency of the National Association of Mutual Insurance Companies, at the organ- 
ization’s 50th annual meeting held in Buffalo, N. Y. The presentation is being made by retiring 


president George A. McKinney, Alton, Illinois. 


Insurance Company, Des Moines, 
Iewa; and the warning that more 
careful underwriting is needed in avi- 
ation insurance, by William H. Rod- 
da, secretary of the Mutual Aircraft 
Conference, Chicago. But the ques- 
tion of what is to be done if insurance 
regulation is to be preserved to the 
individual states overshadowed all 
else. 


The election of officers held at the 
close of the three-day convention of 


the National Association of Mutual 
Insurance Companies was the first 
which has been held in two years. 


Clyde J. Robideau, who has served 
since 1944 as vice-president, was ad- 
vanced to the presidency to succeed 
George A. McKinney. The new pres- 
ident is secretary of the North Da- 
kota Farmers Mutual Fire and Light- 
ning Insurance Company, and of the 
North Dakota Farmers Mutual Tor 
nado and Cyclone Insurance Com- 
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‘pany, both of LaMoure, North Da- 


kota. Retiring president McKinney 
is executive vice-president of the Mil- 
lers Mutual Fire Insurance Associa- 
tion of Illinois, Alton. 


Leo A. Mingenbach, executive vice- 
president of the Hardware Dealers 
Mutual Fire Insurance Company, 
Stevens Point, Wisconsin, was chosen 
vice-president ; he holds the same post 
in the Federation of Mutual Fire 
Insurance Companies. 


Gage McCotter, vice-president of 
the Grain Dealers National Mutual 
Fire Insurance Company, Indianapo- 
lis, Indiana, was: reelected treasurer. 


Harry P. Cooper, Jr., of Indian- 
apolis, Indiana, was elected secretary 
of the National Association of Mutual 
Insurance Companies, a post which 
had been held by Harry P. Cooper, 
Sr., since 1914. The veteran secre- 
tary, who has been in ill health for 
several years, had asked to be relieved 
of his duties, and the acceptance of 
his resignation was announced by 
President George A. McKinney at the 
convention’s opening session. The 
new secretary is general counsel and 
attorney for the Indiana Farmers’ 
Mutual Insurance Company, the Indi- 
ana Union Mutual Insurance Com- 
pany, and the Farmers’ Mutual Li- 
ability Company, all of Indianapolis. 


B. Rees Jones, president of the 
Town Mutual Dwelling Insurance 
Company, Des Moines, Iowa, was 
renamed the Association’s National 
Councillor to the Chamber of Com- 
merce of the United States of Ameri- 
ca. 


HE principal session of the con- 

ventions devoted to Federal and 
state regulatory problems, and pro- 
spective legislation, had as speakers 
Chase M. Smith, secretary National 
Retailers Mutual Insurance Company, 
Chicago; A. V. Gruhn, general mana- 
ger American Mutual Alliance, Chi- 
cago; and Harry P. Cooper, Jr., sec- 
retary National Association of Mu- 
tual Insurance Companies, Indianapo- 
lis 


The background of the situation in 
which state regulation of the insur- 
ance business now finds itself, and 
the history of the development of 
state regulation, were sketched by 
Chase Smith. He discussed the opin- 
ion of the United States Supreme 
Court in the case of Paul v. Virginia, 
decided in 1869, in which the doctrine 
was laid down that insurance is not 
commerce, and thus not subject to 
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Federal regulation, and demonstrated 
how there grew out of that not only 
a system of state regulation of insur- 
ance, but a system under which in- 
surance companies acted in concert 
in carrying on such activities as rate- 
making. Since the Federal anti-trust 
laws did not apply to insurance it was 
possible for insurers to do this until 
the 1944 opinion of the United States 
Supreme Court in the case of United 
States v. South-Eastern Underwriters 
Association, which held that insurance 
is commerce and thus is subject to 
Federal regulation. 

In speaking upon rate regulatory 
problems A. V. Gruhn held that most 
insurance companies, whether they 
have been members of rating bureaus 
making insurance rates in concert or 
not, have in the past been largely 
guided by the rates set by rating bu- 
reaus. He contended that unrestricted 
competition, such as is contemplated 
i business under the Federal anti- 
trust acts, is not in the public interest 
as far as insurance is concerned, be- 
cause of the differences which exist 
between insurance and other types of 
business. 


He analyzed the fire insurance and 
casualty insurance rate regulatory 
bills which have been developed over 
the past months by an Insurance All- 
Industry Committee made up of rep- 
resentatives of the nineteen national 
iusurance organizations, in coopera- 
tion with the National Association of 
Insurance Commissioners, and placed 
particular emphasis upon the sections 
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concerning rate deviations, holding 
that they are extremely liberal in their 
provisions. He agreed that there has 
been some opposition to the measures, 
but that much of such opposition is 
merely an effort to legalize unfair 
discrimination in rates as between one 
policyholder and another. 


He contended that failure to pass 
such bills will not result in open and 
unrestrained competition such as is 
being urged, but that it will result in- 
stead in Federal regulation of insur- 
ance, and that as far as the organiza- 
tions he represents are concerned Fed- 
eral regulation is preferable to trying 
to get by with weak state regulation. 
Any weakening of the bills should be 
fought. 


New York State Superintendent of 
Insurance Robert E. Dineen, present 
at the meeting, took the floor to deny 
allegations that he is in favor of a 
monopolistic system of rate control, 
with competition non-existent, as has 
been charged by an opponent of the 
bills. He made it clear that he is a 
state official charged with the duty of 
executing the declared policy of the 
state, and that that policy is that in- 
surance companies acting in concert 
te fix rates require regulation. 


In all of the discussion on the sub- 
ject of regulation, and the application 
of the Federal anti-trust laws to in- 
surance, little has been said about local 
insurance companies which operate 
within a single state, it was empha- 
sized by Harry P. Cooper, Jr., in 
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speaking upon “The Situation as it 
Affects the Local Company”. The 
larger insurance carriers which op- 
crate interstate have recognized all 
along that the Federal anti-trust laws 
will apply to their operations in con- 
cert, but the local companies have 
too often taken for granted that there 
will be no similar effect upon their 
activities. Because a very large num- 
ber of the members of the National 
Association of Mutual Insurance 
Companies are small farm insurance 
companies, some of which operate 
only in a few counties, he urged that 
they scrutinize their own situations 
carefully—that they may not be as 
safe from the Federal anti-trust laws 
as they assume. 


“Keep in mind that some of your 
policyholders may live in another 
state, that you may issue mortgage 
clauses to out-of-state mortgagees, 
that your policy or other forms may 
come from other states,” he said. 
“Keep in mind the fact that uni- 
formity may be considered proof of 
agreement or concerted action. Also 
bear in mind that differences or dis- 
tinctions in coverage, amounts of in- 
surance, rates or amount of assess- 
ment may not seem as reasonable or 
necessary to someone else as they do 
to us. These matters are seriously in- 
volved in the present situation as it 
affects the local company. 


“What is a local company? It is 
one that is licensed or operates in not 
more than one state. Whether or not 
interstate commerce is involved is the 
principal question in the present situ- 
ation. This fact automatically creates 
a distinction, or at least emphasizes 
the distinction, between interstate or 
multi-state and single-state companies. 
rom statewide operation on down 
to the smallest community operation, 
the situation and the problem is the 
same. It is when the state line is 
crossed that the present situation be- 
comes important. The multi-state 
companies very definitely are affected 
by the present situation, for a sub- 
stantial portion of their operations 
are in interstate commerce. The sin- 
gle-state companies, whether town- 
ship-wide or statewide, may or may 
not be affected depending upon the 
circumstances in each case. They are 
principally, if not entirely, engaged 
in local or intrastate commerce, rather 
than in interstate commerce, but they 
may incidentally engage in or affect 
interstate commerce. Consequently 
their position is not yet definitely de- 
termined.” ; 


“Since interstate commerce is the 
basis for the application of the Fed- 
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eral anti-trust laws, a local company 
might conclude that being licensed or 
operating in only one state or less it 
is not affected. Although I believe 
it probable that such fact will have 
great weight at least, if it is not con- 
trolling, [| nevertheless believe we 
should realize that even the smallest 
company may engage in some inter- 
state activities. For example, many 
companies, regardless of size of ter- 
ritory, purchase policy and_ other 
forms from other states, or from con- 
cerns which are engaged in interstate 
commerce. It may frequently happen 
that, although the property insured 
is within the state, the policyholder 
is a resident of another state. Few if 
any companies do not have dealings 
with out-of-state mortgagees. Rein- 
surance agreements may involve out- 
oi-state companies. It has even been 
held that the use of the mails or other 
instrumentalities of interstate com- 
merce sometimes constitutes interstate 
commerce or affects such commerce.” 


‘Because some of our activities 
may be held to be in or affecting in- 
terstate commerce, it seems advisable 
to consider the application of the Fed- 
eral anti-trust laws to insurance. Some 
of our local companies are members 
or subscribers of rating bureaus, and 
use agreed rates. The South-Eastern 
Underwriters Association case indi- 
cates that this use of agreed rates is 
unlawful. Agreements regarding the 
extent or limits of coverage may be 
subject to criticism, even without any 
rating bureau implications. Property 
classifications, rate distinctions, pro- 
hibited lists, reinsurance rate or clas- 
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Reelected as National Councillor of the Na- 
tional Association of Mutual Insurance Com- 
panies to the Chamber of Commerce of the 
United States. 


sification requirements, non-competi- 
tion arrangements deserve careful 
study, especially where there is any 
kind of agreed or concerted or even 
uniform action in connection there- 
with; they are not so dissimilar to 
activities of other businesses which 
have been questioned that they may 
escape anti-trust scrutiny. Although 
most of the states have their own antt- 
trust, anti-monopoly, or anti-compact 
laws, there are but few decisions re- 
lating to insurance.” 


“Even the smallest insurance com- 
pany may be engaged in interstate 
commerce. If so, it is subject to the 
Federal anti-trust laws and certain 
of its activities may be subject to 
question under such laws. Congress 
has provided for state insurance regu- 
lation to continue, but has provided 
that to the extent insurance is not 
regulated by state law the Federal 
anti-trust laws shall be applicable. 
Supplemental state regulatory legis- 
lation is needed in some states if the 
Federal anti-trust laws are to be made 
inapplicable. Consequently the local 
cempany, just as much as the multi- 
state company, is affected by the pres- 
ent situation. It should appraise the 
laws regulating it and make provision 
for such supplementary legislation as 
seems suitable and appropriate for it.” 


N discussing the possibility of re- 
I ducing the expense portion of the 
insurance dollar by the elimination of 
unnecessary paper work New York 
Superintendent of Insurance Robert 
FE. Dineen prefaced his remarks by 
-alling attention to the following com- 
munication which he received on De- 
cember 20, 1943, from the New York 


Fire Insurance Rating Organization: 


“The examiner’s report makes a comparison 
between the acquisition cost in the fire field 
and that in the fields of workmen’s compen- 
sation and liability insurance. Such com- 
parison is unjustified for many reasons, one 
of which is that the average unit premium 
in compensation and liability insurance is 
much higher than that in fire insurance. 
It is estimated that over 70% of the me- 
chanical operations of a fire insurance com- 
pany apply to the various dwelling house 
classifications. This embraces unit pre- 
miums which do not average over $5 an- 
nually. It is estimated that the cost of 
writing a policy and placing it on the books 
is somewhere between $2 and $4, excluding 
commissions and other expense factors. 
It will be seen readily that much of this 
volume of dwelling house premiums, writ- 
ten by the companies at a low annual aver- 
age rate, must be written at a substantial 
loss. The expense factors in the various 
fields of insurance are so different that no 
true conclusions can be drawn from com- 
parison. Attached hereto is a diagram 
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showing that the premiums written in the 
“various dwelling house classifications in the 
state of New York are approximately 47% 
of the total premium income from all clas- 
sifications in the state.” 


Superintendent Dineen confessed 
his amazement that cost accounting in 
insurance had progressed no further 
than “it is estimated that the cost of 
writing a policy and placing it on the 
books is somewhere between $2 and 
$4”, and asserted it led to his urging 
passage of the uniform accounting 
statute added to the New York in- 
surance law this year. He held the 
statement that much dwelling house 
businesss was being written at a sub- 
stantial loss to be an admission that 
discrimination was taking place 
against non-dwelling policyholders, 
but that millions of dwelling policy- 
holders could not be asked to pay in- 
creased insurance costs upon vague 
generalizations of what it cost to put 
such policies on insurance company 
books. 


Now that an increase in producers’ 
commissions is being urged, on the 
basis of their increasing expenses, he 
recommended that the insurance busi- 
ness first attempt to ascertain the 
exact cost of doing business—as is 
commonplace in other fields—and that 
it determine what unnecessary work 
and expense can be eliminated. 


The practice of issuing each year 
new workmen’s compensation, auto- 
mobile, and fire insurance policies— 
al! standard forms in New York— 
was one operation which he ques- 
tioned, inquiring whether it might not 
be possible to make a policy available 
by reference to the insurance law, or 
by request to the insurance depart- 
ment, or by supplying a printed copy 
of standard provisions with the poli- 
cyholder’s bill. Could not the bill 
serve as a combination daily report 
and bill? Should not the continuous 
policy used by some companies in cer- 
tain lines of insurance be studied? 
He urged exploration of practices in 
issuing change of address certificate 
endorsements, asking whether on small 
premium policies having only a frac- 
tion of a year to run would not the 
clerical cost of issuing endorsements 
more than offset any increase in pre- 
mium where the change results in 
greater hazard or the refund when the 
change entitles the policyholder to a 
reduction. He contended that consid- 
eration should be given to elimination 
of useless endorsements, and asserted 
that the New York insurance depart- 
ment is in sympathy with any legiti- 
mate methods that can be employed 
to streamline the business with no dis- 
service to the policyholder. 
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Leo. A. Mingenbach, Stevens Point, Wisconsin (left), new vice-president of the National Associ- 
ation of Mutual Insurance Companies, and Gage McCotter, Indianapolis, Indiana, reelected 


treasurer, indulge in mutual congratulations. 


ERHAPS the most interesting 

of the many group meetings held 
at the convention was the joint session 
of the hail, windstorm, and farm sec- 
tions of the National Association of 
Mutual Insurance Companies. Princi- 
pal discussions were upon “New 
Types of Construction and Materi- 
als”, by Prof. Henry Giese of the 
Iowa State College department of 
agricultural engineering, Ames, Iowa ; 
“Underwriting Problems Under In- 
flated Values”, by C. J. Robideau, 
La Moure, North Dakota, the Nation- 
al Association’s new president; and 
“Economy and Efficiency in Office 
Procedures and Management”, by 
Elmer Rule, office manager Farm 
Bureau Mutual Automobile Insurance 
Company, Columbus, Ohio. 

This was followed by a session 
upon special hazards which have aris- 
en because of changed and improved 
methods. Reports were made upon 
“Artificial Drying of Hay and Grain”, 
by L. G. Keeney, secretary Farmers 


Mutual Reinsurance Association, 
Grinnell, lowa ; “Tractors and Motor- 
ized Equipment”, J. E. Kennedy, ex- 
ecutive secretary Wisconsin Mutual 
Insurance Alliance, Madison; “Heat- 
ing Equipment qn Farms”, by M. J. 
Ramey, vice-president Farmers Home 
Mutual Insurance Company, Minne- 
apolis; “Home Lockers and Appli- 
ances”, by Guy C. Eaby, secretary 
Lancaster County Mutual Insurance 
Company, Lancaster, Pennsylvania ; 
and “Poultry Coverages”, by W. J. 
McGladrey, secretary Farm Owners 
Mutual Insurance Company, St. Paul. 


Prof. Giese, who has engaged for 
a number of years in research de- 
signed to improve the fire and wind 
resistance of farm structures, ex- 
plained that the fire risk is influenced 
principally by its combustibility, its 
susceptibility to the more common 
causes of fire, and the rate at which 
fire will spread. The probability of a 
fire’s occurring possibly is the more 
important factor, since some of the 
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worst fires have occurred in “fire- 
proof” structures. Slow burning ten- 
dencies are a definite asset. The wind 
risk is influenced primarily by struc- 
tural properties, and by the techniques 
employed in construction. 


He expressed the belief that condi- 
tions now are more favorable for the 
introduction of new products and new 
techniques into rural construction 
than ever before, because of the war- 
time curtailment of building, the 
shortages of traditional building ma- 
terials, and the fact that standardiza- 
tion can compensate in some measure 
for the shortage of building labor. 


Wood will remain an important ru- 
ral building material, but it will no 
longer be possible to make lavish use 
of it as in the past. The comparative 
scarcity of lumber will bring im- 
proved European building techniques, 
with one of the first casualties being 
the familiar and inefficient nail; it is 
likely to be replaced in stress positions 
by the timber connector long in use 
in Europe. New waterproof glues 
have been developed, permitting lam- 
inated timbers stronger than natural 
wood. Wood is being impregnated 
with plastic and compressed, result- 
ing in a new, harder, and more dur- 
able material which is impervious to 
moisture. There will be an increase 
in the use of light steel as a rural 
building material, now that anti-rust- 
ing and plastic coating processes have 
been worked out. Structural use of 
aluminum will increase, to use the 
product now available because of the 
vast wartime expansion of the na- 
tion’s aluminum plant. Processes 
which make glass products stronger 
than steel will open new uses for 
glass. 


The use of such materials will re- 
sult in improved construction. Ex- 
terior walls can be reduced to two 
inches and interior walls to one inch. 
Not only does this save enough space 
to give an extra room in the same 
house area, but the walls are solid, 
and do not act as flues as in old-type 
construction. New materials are fire 
resistive, especially new types of roof- 
ing. Wind resistance of the new 
structures will be better. 


The drawback in rural construction 
in the past has been that there was 
no universal building material, wood 
coming closest. Many builders of 
barns which became windstorm losses 
simply did not know the elementary 
principles of mechanics; had they 
been more skilled they could have 
actually saved materials while giving 
better structural performance. Pre- 
fabrication, he held, will improve this 
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situation, in that prefabricated units 
will be assembled by more skilled 
workers. Prefabricated housing is 
new only in its extent, such elements 
of houses as window assemblies hav- 
ing been prefabricated for many 
years. 


C. J. Robideau prese ated statistt- 
cai evidence of the actual rise in build- 
ing costs in recent years, and con- 
tended that insurance companies owed 
their policyholders the duty of seeing 
that values are reappraised and re- 
written in line with the present situ- 
ation. There was never greater need 
for well-trained producers, he in- 
sisted, who have the knowledge to eli- 
minate fire hazards and to select risks. 


In reporting on the special hazards 
in artificial drying of hay and grain 
I.. G. Keeney. said that the past decade 
of research in this field has been 
worthwhile. Field drying hay results 
in loss of foliage ; mow-cured hay has 
higher nutritive value and there is no 
loss due to adverse weather. The dif- 
ficulty is that a proper drying system 
involves the design and installation in 
buildings of ducts, blowers, and power 
equipment which are not justified for 
the average farm. He warned against 
the tendency of ingenious farmers to 
attempt to use artificial heat for in- 
door drying, terming it a great fire 
hazard. He recommended a combina- 
tion of field and mow drying as the 
most practical solution. Leaving hay 
in the sun only a few hours will cut 
the moisture from 70% to 45%, and 
such hay then can be dried with artifi- 
cial ventilation but without artificial 
heat. 


J. E. Kennedy held that the practice. 


of fueling tractors with the motor 
running was the reason for much of 
the fire damage caused by tractors. 
Stopping of this practice, covering 
tractor exhausts with a fine screen to 
prevent sparks from dropping in 
chaff, and the carrying of fire ex- 
tinguishers on tractors should go far 
to meet the problem. Some insurance 
companies have insisted that running 
a tractor inside a barn nullifies cover- 
age, but the practice is difficult to halt. 


The insuring of live turkeys, in 
which his company specializes, was 
the topic of W. J. McGladrey. He 
said 41,000,000 were raised in 1946, 
with a value of about $250,000,000. 
The coverage has been in effect only 
about ten years, but is important for 
credit reasons. The rating problem is 
difficult, since high rates result in ad- 
verse selection, and low rates in in- 
surance company failure. Many com- 
panies ceased writing the line after 
heavy losses in the 1940 Armistice 


Day storm, and in the November 7-8 
storm in 1943. 


The hazards differ in different parts 
of the country ; there are three zones, 
with rates of ten cents, seven cents, 
and four cents a poult respectively. 
There are three principal loss periods. 
In brooder house losses, usually from 
fire, the very young turkeys pile and 
smother, so that the fire loss is heavier 
than a fire loss ordinarily would be. 
When the young turkeys first are put 
out on the range mortality is high, 
since they do not stand temperature 
and moisture changes well. Both these 
are normal types of losses which must 
be expected. The catastrophic losses 
are those that come late in the year in 
heavy storms. Rain wets the birds, 
and wind and snow bury them in 
drifts. Turkeys cannot be shut up in 
tight buildings like chickens and many 
other fowl. It is necessary to give 
them protection from the north and 
west, either behind groves, or behind 
snow fences placed about 130 feet 
away. There is also a heat hazard in 
the southern turkey-raising area. 


HE insurance companies which 

are required to pay the losses 
growing out of airplane accidents 
must begin to exert their power to 
eliminate unsafe practices—both by 
becoming more selective in what they 
insure, and by pressing for improved 
safety engineering and inspection pro- 
cedures—it was asserted by William 
H. Rodda, Chicago, in addressing the 
convention’s closing session. He is 
secretary of the Mutual Aircraft Con- 
ference, the underwriting and safety 
organization in which major mutual 
insurance companies writing aircraft 
coverages are associated, and of the 
Mutual Marine Conference. Meetings 
of the two groups during the conven- 
tion resulted in their merger in a new 
organization, located in Chicago, 
known as the Transportation Insur- 
ance Rating Bureau. 


“The tremendous power for im- 
provement which can be exerted by 
insurance company underwriting has 
not yet made itself sufficiently felt 
in the aviation industry,” he said. 
“Airlines described in Civil Aeronau- 
tics Board accident reports as guilty 
of lax practices have nevertheless 
been continuously insured. Some air- 
craft manufacturers have continued 
to build planes with features which 
may kill the pilot in even a minor 
crackup, but planes which are better 
designed are given no rate credit. In- 
surance companies have been lax be- 
cause they have said that losses are in- 
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_evitable in a new business; they have 


accepted a bad loss ratio as something 
to be expected, instead of making a 
determined effort to locate the cause 
and to use the power of underwriting 
to effect correction. 


“Insurance companies must take 
the lead in convincing the aviation in- 
dustry that accidents are caused—they 
do not happen. Insurance safety en- 
gineers must work out procedures 
which will eliminate unsafe practices 
—they must advise, inspect, and select. 
When the unsafe aviation risk learns 
that it must pay the cost of its care- 
lessness in higher premiums, it will 
clean house and make itself a good 
risk.” 





He emphasized that losses sustained 
by the insurance companies insuring 
the plane itself, and insuring the op- 
erator’s liability for death or injury 
to passengers and crew, are only par- 
tially responsible for insurance com- 
pany interest in aviation safety. Cargo 
is insured, the property of many pas- 
sengers is insured, lives are insured, 
persons and property that may be 
damaged by falling aircraft are in- 
sured. The smallest plane, if it crashes 
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in certain areas, can be responsible for 
untold fire and explosion damage. 
He pointed out that managements 
of many airlines are struggling to get 
ali possible passenger and freight 
traffic, and prod operations and main- 
tenance departments to attempt serv- 
ices which are technically impossible. 
Top management in airlines needs 
convincing that safety comes first, no 
matter what cancellations, supervis- 
ion, and procedures are required. He 
cited Civil Aeronautics Board acci- 
dent reports which showed lack of 
appreciation by several airline man- 
agements of the necessity for estab- 
lishing procedures that would remind 
employees to do the things making for 
safe operation. So far operations and 
maintenance men of the airlines have 
held to a remarkable standard of safe- 
ty, he said, but management’s laxity 


in promoting safety eventually must 


Le expected to filter down to the op- 
erations level. 

The remainder of the final session 
was devoted to discussion of the out- 
look for mutual insurance. Homer 
Ferguson, secretary Farmers Alliance 


Insurance Company, McPherson, 
Kansas, speaking on behalf of the 





Focal point of interest at the 50th annual convention of the National Association of Mutual 
Insurance Companies was the Mutual Insurance Advertising Exhibit, in which more than 3,500 
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was sponsored by the Mutual Insurance Advertising-Sales Conference, of which Frank M. Davis, 
public relations director Utica Mutual Insurance Company, Utica, N. Y., was reelected president. 
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and advertising director Central Manufacturers Mutual Insurance Company, Van Wert, Ohio; 
Len K. Sharp, secretary and advertising director Mill Owners Mutual Fire Insurance Company, 
Des Moines, lowa; and Ken L. Wright, advertising director Michigan Mutual Liability Company, 


Detroit. 
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farm insurance companies, stressed 
the similarity of conditions now and 
in the early 1920's, and urged that 
insurance leaders prepare themselves 
for possible difficulties. He said that 
farm underwriting has become a lost 
art in the recent prosperous years, 
and cited the great decrease in arson 


as indicative of the problems which 


present underwriters have not had to 
meet. There must be restoration of 
such fundamentals as inspections by 
local agents, he asserted, and there 
must be alertness to new hazards. 


Ben C. Vine, secretary Millers Mu- 
tual Fire Insurance Association of 
Illinois, Alton, presented the view- 
point of the advance premium fire in- 
surance carriers. He characterized the 
present as a period of increases—in 
premium volume, in losses, and in loss 
ratios. There has been an increase of 
28% in premium volume of 155 lead- 
ing advance premium mutual fire in- 
surance companies since 1941, so 
much of which was term business that 
ic necessitated a 36% increase in un- 
earned premium reserves. Losses this 
year are running 25% ahead of last 
year, and were much heavier in 1945 
than in 1944. Losses for the five 
year period 1941-1945 were approxi- 
mately 40% higher than in the pre- 
ceding five-year period. Increased 
volume of business has decreased ex- 
pense ratios a trifle, on the average, 
but this decrease has not been enough 
to offset the rise in loss ratios. 


Spokesman for the automobile in- 
surers was William C. Searl, secre- 
tary Auto Owners Insurance Com- 
pany, Lansing, Michigan. He outlined 
the increases in losses which are be- 
ing experienced, and the higher cost 
oi such items as adjustment services. 
He warned that an increasing number 
of new cars on the highways will not 
decrease accidents, and stated his be- 
lief that the era of high costs is to 
continue indefinitely in view of the 
nation’s need for a high national in- 
come. He held that automobile in- 
surance rates must go higher in the 
future, and that experimentation is 
needed in the providing of policy 
forms which will reduce losses. Col- 
lision, for instance, should be avail- 
able only on a deductible basis ; dur- 
ing the war it deteriorated into car 
maintenance insurance. He was less 
than enthusiastic in commenting upon 
plans for securing for mutual com- 
panies a larger share of financed auto- 
mobile business, even through ar- 
rangements between banks and agents. 
He cited the experience of his own 
company in registering a loss ratio 
of 167% ona volume of $250,000 of 
financed automobile business secured 
through banks. 
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Lm George E. Miiller, Madelia, Minn. 


STATE ASSOCIATION DIRECTORS 


= 


. A. Dorman, Farmington, Ark. 

. W. Jacobs, Santa Rosa, Cal. 
G. McCubbin, Denver, Colo. 

. C. Royer, Greeley, Colo. 

. H. Adderholdt, Gainesville, Ga. 

. L. Kennicott, Chicago, Ill. 

. W. Biddle, Remington, Ind. 

. E. Arp, Stockton, lowa 

. W. Read, Salina, Kan. 

C. Mindermann, Covington, Ky. 
. F. McGlauflin, Presque Isle, Me. 
. P. Dendel, Lansing, Mich. 
ohn Engebretson, Kenneth, Minn 
R. E. Lehman, St. Paul, Minn. 

C. S. McElwain, Cameron, Mo. 
E. F. Lyman, Great Falls, Mont. 
D. T. Gustafson, Oakland, Nebr. 


roeztzor.s 


ph me tod @ | 


R. M. Woolsey, Pennington, N. J. 
R. M. Stanton, Greenville, N. Y. 
Byron Krantz, Kenmare, N. D. 

R. M. Slonaker, Greenville, Ohio 
F. W. Purmort, Van Wert, Ohio 

L. M. Waugaman, McMinnville, Ore. 
G. C. Eaby, Lancaster, Pa. 

H. B. Gibbel, Lititz, Pa. 

John Hasche, DeSmet, S. D. 

J. J. Jones, Concord, Tenn. 

L. M. Higgins, Dallas, Texas 

G. A. Christensen, Salt Lake, Utah 
W. T. James, Irvington, Va. 

J. A. Gist, Wellsburg, W. Va. 

J. H. Pleuss, Manitowoc, Wis. 

J. E. Kennedy, Madison, Wis. 


VIUNULVUOLUUVUOLUUUA UO ULLAL 


HE fact that no elections had 

been held in the National As- 
sociation of Mutual Insurance Com- 
panies for two years, and the death 
in office of director James R. Otto 
o: Lansing Michigan, made it neces- 
sary to elect eleven general directors 
this year instead of the usual five. 


John W. Gunn, president-treasurer 
of the Employers Mutual Casualty 
Company, Des Moines, Iowa, was 
chosen to a term expiring in 1947 to 
replace Mr. Otto. 


Directors elected to terms expiring 
in 1949 were: W. Bruce Adams, vice- 
president and secretary Fitchburg Mu- 
tual Fire Insurance Company, Fitch- 
burg, Massachusetts; W. E. Straub, 
president Farmers Mutual Insurance 
Company of Nebraska, Lincoln; 
Ralph H. Bennett, secretary Ventura 


County Mutual Fire Insurance Com- 
pany, Ventura, California; A. E. An- 
derson, secretary North Star Farmers 
Mutual Insurance Company, Cotton- 
wood, Minnesota; and John H. Rols- 
ton, secretary West Rockingham Mu- 
tual Fire Insurance Company, Har- 
risonburg, Virginia. 


Directors elected to terms expiring 
itt 1948 were: Harry L. Gross, secre- 
ary Iowa Mutual Tornado Insurance 
Association, Des Moines; H. L. Ken- 
nicott, secretary Lumbermens Mu- 
tual Casualty Company, Chicago; L. 
M. Waugaman, president Oregon 
Mutual Fire Insurance Company, 
McMinnville, Oregon; William C. 
Searl, secretary Auto Owners In- 
surance Company, Lansing Michi- 
gan; and Carl P. Rutledge, president 
Farmers Mutual Hail Insurance Com- 
pany of Iowa, Des Moines. 





Holdover directors whose terms 
end in 1947 are: C. E. Warner, secre- 
tary-treasurer Buckeye State Mutual 
Insurance Association, Covington, 
Ohio; H. J. Hagge, president Em- 
ployers Mutual Liability Insurance 
Company of Wisconsin, Wausau; 
John C. Stapel, secretary Farmers 
Mutual Windstorm Insurance Com- 
pany, Columbia, Missouri; and J. H. 
k. Timanus, secretary-treasurer The 
Philadelphia Contributionship for the 
Insurance of Houses from Loss by 
Fire, Philadelphia. 


Chosen as departmental directors 
were: automotive and casualty, Paul 
E. Buehler, sales manager Beacon 
Mutual Indemnity Company, Colum- 
bus, Ohio; city and town, Lincoln D. 
Engelbrecht, treasurer Mutual Insur- 
ance Company of Frederick County, 
Frederick, Maryland; farm, R. M. 
Stanton, secretary Capital District 
Grange Cooperative Fire Insurance 
Company, Greenville, New York; 
hail, Weldon H. Smith, secretary 
Austin Mutual Insurance Company, 
Minneapolis, Minnesota; windstorm, 
George E. Miiller, secretary Farmers 
Home Mutual Insurance Company, 
Madelia, Minnesota; and Federation 
of Grange Mutuals, Sherman K. Ives, 
director Patrons Mutual Fire Insur- 
ance Company, Thomaston, Connecti- 
cut. Lincoln D. Engelbrecht remained 
as director for the Eastern Federa- 
tion of Mutual Insurance Companies. 
H. G. Kemper, president Lumber- 
mens Mutual Casualty Company, Chi- 
cago, held over as director represent- 
ing the Federation of Mutual Fire 
Insurance Companies. Burton S. 
Flagg, president-treasurer of the 
Merrimack Mutual Fire Insurance 
Company, Andover, Massachusetts, 
remained as director representing the 
Mutual Fire Insurance Association of 
New England. 


Elected as chairmen to head the 
activities of the Association’s groups 
during the coming year were : automo- 
tive and casualty, L. M. Dunathan, 
assistant secretary Shelby Mutual 
Casualty Company, Shelby, Ohio; 
city and town, Ralph H. Bennett, 
secretary Ventura County Mutual 
Fire Insurance Company, Ventura, 
California; farm, H. H. Adderholdt, 
secretary Georgia Farmers Fire In- 
surance Company, Gainesville, Geor- 
gia; hail, Glenn Gherritt, superinten- 
dent of agents Farmers Mutual Hail 
Insurance Company, Tipton, Indiana ; 
windstorm, Paul Krauter, secretary 
Ohio Mutual Tornado Cyclone and 
Windstorm Insurance Association, 


Bucyrus, Ohio; and Federation of 
Grange Mutuals, Paul McNish, vice- 
president Grange Mutual Casualty 
Company, Chardon, Ohio. 
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WHAT BURNED IN 1945 
AND WHY 


N theory the only interest of fire 

insurance companies in the sub- 
ject of fire should be the amount of 
money they are required to pay out 
each year in fire losses, and it 1s ob- 
vious that determining this amount 
after the fires have occurred is not 
too difficult a task. But the actual in- 
terest of fire insurance companies in 
the subject goes a great deal beyond 
that. Merely knowing how much fire 
cost insurance companies in losses 
last year does nothing to prevent them 
next year, nor does it even serve as 
too reliable a guide to what next year’s 
losses will be. In consequence com- 
pany executives always have been 
eager to try to determine the extent 
of fire loss—insured and uninsured— 
and to analyze the reasons for its mag- 
nitude. 


Many efforts have been made to 
develop statistics: which would reflect 
the fire loss picture faithfully for any 
given year, but it has been found that 
even the most painstaking investiga- 
tion can result in little more than esti- 
mates. Too many small fires are un- 
reported, too many reported fires are 
reported inaccurately, too many esti- 
mates of fire damage are mere guesses. 
Yet even estimates, if they are made 
carefully, have considerable value as 
indicators of trends, and as warnings 
of types of fire damage which must 
be placed under better control. 


Perhaps the best job of estimating 
the total United States fire loss, and 
of breaking it down into useful divi- 
sions, is that done by the National 
Fire Protection Association of Bos- 
ton, which is the national clearing 
house for authoritative information 
upon the subjects of fire prevention 
and fire protection. The Association 
has been compiling such statistics for 
more than ten years, having embarked 
upon the project because it could find 
no reliable figures in the field being 
compiled elsewhere. Reprinted on this 
and the following pages, through the 
courtesy of the organization’s Quar- 
terly, are some of the highlights of 
its analysis of the 1945 fire toll in the 
United States, which have just been 
made _ public. 


The estimated financial cost of 
1945 fires is $485,000,000, which is 
the highest estimate which the Na- 
tional Fire Protection Association has 
made in its decade of compiling sta- 
tistics. It compares with $456,000,000 
for 1944; $403,000,000 for 1943; 
$315,000,000 for 1942; $325,000,000 
for 1941; $290,000,000 for 1940; 
$300,000,000 for 1939; $265,000,000 
for 1938; $270,000,000 for 1937; 
and $303,000,000 for 1936. When it 
is realized that the record thus far in 
1946, as estimated by other agencies, 


indicates that the fire loss for this 
year will exceed that of 1945 by ap- 
proximately 20%, it is plain that the 
trend is upward. For a number of 
reasons the increase in financial loss 
due to fire is not so much greater 
than it was before the war, when in- 
creased costs are taken into consider- 
ation, but it is still considered by fire 
prevention experts to be a great deal 
higher than it need be. 


This question of the part which in- 
flated values play in making the cur- 








Estimated Distribution of United States Fire Losses by Occupancies 


Occupancy 


1, Public Buildings 


Government buildings 
Hospitals, institutions 
Schools and colleges 
Ee eee 
Theaters, including motion pictures. .. 
Amusements, halls 


Il. Dwellings 


Hotels, boarding houses............. 
Apartments, rooming houses 
Dwellings 


Il. Mercantile 
Office buildings, including banks 
Restaurants, taverns 
ees 
Miscellaneous mercantiles 
Warehouses 


IV. Manufacturing 
Metalworkers 
IN soo onus oars eh ow ara ule eS wre, 
Flour mills, elevators 
ok et ere 
Ee een a 
ee rer ree 
ECE reer 
Miscellaneous manufacturing 


V. Miscellaneous 


ists S ay cits) areowrais ake ee 
MI, 5 cindictnrs (aes ecacele a wcoina 
Lumber and coal yards.............. 
Piers, including shipyards............ 
oe eee 
Bulk oil storage, refineries.......... 
Garages, filling stations............. 
Power plants, pump houses 
Creameries and dairies.............. 
Miscellaneous structures 
ee, eee 
Fires other than buildings 
Hangars and contents 


Totals 


1945 5-Yr. Average 
(1941-1945) 
No. Fires Loss’ No. Fires Loss 


2,000 $ 15,000,000 1,000 $ 13,450,000 


1,000 2,600,000 1,000 2,370,900 
2,200 9,000,000 2,000 7,500,000 
2,100 3,500,000 2,500 4,800,000 
1,300 5,400,000 1,500 3,450,000 
2,600 4,600,000 2,500 3,890,000 
8,800 5,900,000 10,000 4,860,000 
47,200 8,100,000 45,800 6,460,000 
276,000 94,000,000 311,500 92,300,000 
5,600 . 9,100,000 6,000 8,660,000 
7,900 7,600,000 10,000 7,800,000 
1,000 23,000 

37,200 50,200,000 40,000 42,240,000 
7,500 48,100,000 7,000 24,320,000 
1,600 15,700,000 1,800 6,340,000 
2,300 3,800,000 2,000 7,760,000 
2,000 13,000,000 2,300 11,700,000 
1,000 1,900,000 800 1,640,000 
1,000 2,000,000 1,000 1,040,000 
1,800 1,200,000 1,900 1,520,009 
1,500 1,300,000 1,000 1,060,000 
17,300 46,500,000 18,000 48,100,000 
16,600 16,500,000 22,500 20,860,000 
19,500 6,600,000 21,500 5,150,000 
2,600 14,000,000 2,000 7,700,000 
1,100 11,100,000 2,500 7,600,000 
5,200 7,000,000 5,000 8,300,000 
1,800 7,100,000 1,500 4,080,000 
26,000 1,500,000 28,000 7,350,000 
800 600,000 1,000 1,080,000 
1,600 3,700,000 1,500 1,200,000 
10,300 21,100,000 16,500 14,360,000 
56,000 3,300,000 62,500 4,180,000 
13,300 5,000,000 15,500 2,500,000 
300 39,000,000 200 10,950,000 


585,000 $485,000,000 650,800 $396,800,000 
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rent dollar amount of fire loss high 
was commented upon several months 
ago by Horatio Bond, chief engineer 
of the National Fire Protection Asso- 
ciation. He contended that, in actual 
amount of physical property burned, 
the 1946 loss will be about 81% of 
that experienced in 1926, when prop- 
erty with a dollar value of $562,- 
000,000 is estimated to have gone up 
in smoke to set a record which has 
not since been equalled. He based his 
calculations upon the Engineering 
News Record’s index of building 
costs, and upon the United States 
Bureau of Labor Statistics index of 
wholesale prices of commodities. 


Some ground for believing that the 
situation is improving is found in the 
estimated number of fires for 1945, 
which was 585,000. This not only 
compares with an average of 650,800 
fires per year during the five-year 
period 1941-1945, but is actually the 
smallest number of fires for any year 
of the past decade. The same thing 
was true in 1944. There were an esti- 
mated 600,000 fires in 1944; 668,000 
in 1943; 665,000 in 1942; 736,000 in 
1941; 725,000 in 1940; 685,000 in 
1939; 660,000 in 1938; 620,000 in 
1937 ; and 643,000 in 1936. 


Many explanations for this result 
have been offered. One is that the 
nation was acutely fire-conscious dur- 
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ing the war years. Another is that it 
has become so difficult to replace 
burned property that more care is be- 
ing exercised; arson experts believe 
that comparatively few individuals at 
the present time are burning their own 
property in an effort to “sell it to the 
insurance company.” 


The principal reason why the total 
number of fires is trending downward 
and the money value of property de- 
stroyed by fire is showing an opposite 
tendency, is the large increase in the 
number of “big fires” in the past few 
years. In 1945 there were 163 fires in 
the United States and Canada in 
which the loss exceeded $250,000 ; one 
of them was a fire at the Richmond, 
Florida, Naval Air Station which 
caused damage estimated at $30,000,- 
000, and there were twenty-three 
others in which the loss exceeded 
$1,000,000. By way of comparison 
there were only twenty-seven fires in 
1939 in which the damage exceeded 
$250,000. 


The industrial activities of the war 
years resulted in huge concentrations 
of plant and material subject to a 
single fire, a situation which would 
have had some effect even under nor- 
mal conditions in increasing the num- 
ber of major fires. When it is re- 
called that many war plants were oper- 
ating hazardous processes or working 
with hazardous materials, that pres- 








Estimated Distribution of United States Fire Losses by Causes 

Cause 1945 5-Yr. Average 

(1941-1945) 

No. Fires Loss’ No. Fires Loss 
Chimneys, flues—defective or overheated...... 40,000 $ 17,500,000 48,300 $ 19,350,000 
IE TN aos astra Se tu dws aden oad i 15,500,000 46,500 10,900,000 
Defective or overheated heating equipment.... 45,000 25,000,000 49,000 18,750,000 
I gird cedar nak Cask ae boo eS wbis Be O A 8,000 5,000,000 20,100 3,250,000 
Combustibles near heaters................... 5,000 5,500,000 7,500 5,300,000 
Open lights, flames, sparks.................. 14,000 11,000,000 19,600 8,800,000 
I rg ai o.ae:y Seiee boob 0B id awete ewe 12,000 4,500,000 13,200 3,600,000 
i edd ain atirain acd Obs visieaacad pete 10,000 5,000,000 
Smoking and matches..................005- 93,000 38,000,000 121,000 30,700,000 
Children and matches....................00 26,000 4,500, 25,400 3,750,000 

Electrical, fixed services; fire due to misuse, or 
faulty wiring and equipment............... 7,000 36,000,000 55,700 32,000,000 
Electrical power consuming appliances........ 31,000 15,000,000 18,100 7,500,000 
Flammable liquids, misc., including home dry 

cleaning, and starting fires with............ 28,000 16,000,000 24,300 11,900,000 
Torches, welding, cutting, plumbers, etc....... 4,000 3,200,000 4,000 6,700,000 

eer waidak aa aso am Paced elie eo 600 250, 
ee 18,000 14,000,000 18,000 8,950,000 
MONE oo do wisn cieicnacsionesnsrs 5,000 4,500, 4,300 2,450,000 
ae 4.0.0 'n'ks0.0-6) kc 09 0-2 brlaew ae 11,000 5,000,000 12,700 4,300,000 
SS A 14,000 25,000,000 15,700 20,000,000 

DY Fatale ona. kikanaaeke warned aee ye 700 100, 
ese eial Soia alt tae aa ols om aaa aaa’ 9,000 10,000,000 24,700 9,500,000 
NN 0 6s oa aitd ic ap wowace Rn eee we 1,500 1,100,000 1,800 1,000,000 
Sparks from machinery, friction............... 2,500 3,200,000 2,709 2,700,000 
TRCOREIOTY, GUBPICIOUS «2... cc cccccsccccccccs 4,000 6,500,000 4,000 7,300,000 
SOE ye er errr as 24,000 11,000,000 22,300 9,800,000 
MIE Fic uh 00d tins oxbdioeee ence woe 70,000 171,000,000 62,600 135,700,000 
IR a rcas "Sia tiadeics ct aie tone nes 6,000 21,000,000 8,700 13,450,000 
I ofa Sila Deva ero arcana Sea asia ce 18,000 16,000,000 19,300 13,800,000 
NI aaa sible Lele crait Sey be tals dane 585,000 $485,000,000 650,800 $396,800,000 











sure for production in some cases 
may have led to ignoring of precau- 
tions, and that there has been a steady 
ircrease in prices, it is obvious that 
there was no escaping an increase in 
the number of large fires. 


The comparison of the 1945 figures 
with the 1941-1945 averages bears 
out the idea that increases in values 
are responsible for a reasonably large 
percentage of the increase in dollar 
amount of fire loss. Of thirty-four 
types of occupancies listed during 
1945 there were increases over the 
five-year average in the number of 
fires in thirteen of them—government 
buildings, schools and colleges, amuse- 
ments, apartments, warehouses, wood- 
workers, packing plants, cleaners, 
lumber and coal yards, railroad prop- 
erty, oil storage and refineries, cream- 
eries and dairies, and hangars and 
contents. Two classes—hospitals and 
institutions, and bakeries—held to the 
average. In the other nineteen classi- 
fications there were decreases in 1945 
from the five-year average. 


But in the dollar value of fire losses 
ia the same year twenty-four of the 
classifications showed increases over 
the five-year average, and only ten 
showed decreases. 


No less interesting to fire insurance 
men than the types of occupancies 
that burn are the reasons why fires 
start. As was to be expected from the 
reduction in number of fires in 1945 
from the five-year average—there 
were 65,800 fewer fires in 1945— 
most of the causes of fire showed re- 
ductions as well. The two that held 
to the average were lamps, lanterns, 
and stoves, and incendiary fires. But 
there were six fire causes which went 
against the trend, having been respon- 
sible for more fires in 1945 than in 
the average of the five-year period. 
They were children and matches, elec- 
trical power consuming appliances, 
flammable liquids, gas and appliances, 
nsiscellaneous, and unknown. 


In making its estimates the Na- 
tional Fire Protection Association se- 
cures reports from the states which 
develop fire records by causes or by 
occupancy, a group which includes 
about 30% of the population of the 
United States. Experience has indi- 
cated that this represents about half 
the fires in these states, since many 
small losses are unreported, so the 
state figures are doubled. This figure 
is then extended in the proportion that 
the population of reporting states 
bears to the national population. To 
this figure 33.3% is added to account 
for large unreported losses in govern- 
ment property, and other losses not 
reported through the usual channels. 








aaa A 








en ene Vea aT 





| 
| 


' 


i le Bad 


a +e 
wn 


° 


nt 


ot 
Is. 




















cwiaidicaarss Sat 


JOURNAL OF 


AMERICAN INSURANCE 


December, 1946—15 





_ COVERING PERIOD FROM NOVEMBER 1, 1946, THROUGH NOVEMBER 30, 1946 |: 
Ht Ht 





451. DECEMBER MEETINGS SCHEDULED. 


Among the meet- 
ings of general insurance interest scheduled for 
December are the following: National Association 
of Insurance Commissioners, Committee on Federal 
Legislation, New York, December 3-5; National Asso- 
ciation of Insurance Commissioners, Committee on 
Rates and Rating Organizations, New York, December 
3-5; Committee on Farm Fire Protection, Chicago, 
December 3; National Fire Waste Council, Agricul- 
tural Committee, Chicago, December 4; National Fire 
Protection Association, Fire Marshal's Section, 
Chicago, December 5; American Management Associa- 
tion, Insurance Conference, Chicago, December 5-6; 
National Association of Insurance Commissioners, 
New York, December 9-11; Association of Life Insur- 
ance Counsel, New York, December 10-11; Institute 
of Life Insurance, New York, December 11; Life In- 
surance Association of America, New York, December 
12-13; Self-Insurers Association, New York, Decem- 
ber 12. 





452, ISSUE RULES FOR REPLACEMENT COVER. The Oregon 
Insurance Rating Bureau has announced rules and 
forms for writing depreciation or so-called replace- 
ment cost insurance, after many years of waiving 
jurisdiction over this form of coverage. In the 
past, companies have written depreciation policies 
at their own discretion with the permission of the 
Insurance Commissioner. 





453, ADOPT NEW FIRE CLASSIFICATION PLAN. The re- 
vised standard classification for classified fire 
experience approved by the National Association of 
Insurance Commissioners at their meeting in Port- 
land last June, has been officially adopted by the 
New York Insurance Department. Each insurer, start- 
ing January 1, 1947, will be required to code its 
New York fire experience in accordance with the re- 
vised standard classification. The National Board 
of Fire Underwriters, Federation of Mutual Fire In- 
surance Companies and Underwriters Rating Board have 
been appointed statistical agents by the department 
for the collection and compilation of data relating 
to the filing of this experience. By arrangement 
with the department, the aforementioned statistical 
agents will furnish each insurer, reporting to such 
respective organizations, a printed publication set- 
ting forth the standard classification together with 
supplemental and explanatory matter for the informa- 
tion and guidance of the companies. 





454, BROADEN MARINE POWERS. An emergency ruling 
whereby marine insurers and the marine departments 
of fire companies are given permission to insure 
whiskey stored in bonded warehouses has been issued 
by Harry B. Wilson, Director of Insurance of Ken- 
tucky. The action was taken as a result of lifting 
of ceilings on whiskey prices and the inability of 
the insurance market to cover the inflated values. 





455, CALIFORNIA MUTUAL AGENTS ORGANIZE. Thomas F. 
Bailey, Los Angeles, has been named president of the 
newly formed California Association of Independent 
Mutual Agents, organized with a nucleus of 40 memn- 
bers. Other officers are: vice president, Val R. 
Moore, Long Beach; secretary, Theodore L. Nusen, 
North Hollywood: directors, A. H. Klopfenstein, 
Pomona, Lyle D. Inman, Redlands, H. M. Bailey, Ven- 
tura, and L. W. Scellars, Los Angeles. 


456, WISCONSIN PHYSICIANS' SERVICE. The Wisconsin 
State Medical Society, through its operating com- 
mittee named by the House of Delegates, has started 
operating the new Wisconsin Physicians’ Service by 


taking over on a state-wide basis the surgical care 


prepaid service of the Milwaukee County Medical 
Society. 


457, MASSACHUSETTS AUTO RATES UPPED 6%. Insurance 
Commissioner Charles F. J. Harrington of Massachu- 
setts on November 8 made public tentative rates for 
automobile bodily injury and property damage insur- 
ance in 1947 under the compulsory insurance law of 
that state. The rates are approximately 6% higher 
than those in effect in 1946. 








458, PROPOSED WASHINGTON CODE OUT. A new proposed 
insurance code for the State of Washington, the re- 
sult of a two-year study by Special Deputy Insurance 
Commissioner Robert D. Williams, has been released. 
Washington thus becomes the first state to announce 
a completely new insurance code to comply with the 
requirements and intent of Public Law 15. A series 
of public hearings are now being held on the measure 
and it is expected that it will be submitted to the 
state legislature for ratification when it convenes 
in January. 





459, McDONALD NAMED GEORGIA DEPUTY. Appointment of 
Hubert McDonald of Atlanta as Deputy Insurance Com- 
missioner of Georgia has been announced by Comp- 
troller General William R. Mitchell, ex-officio 
Insurance Commissioner of the state, who is filling 


the unexpired term of the late Homer C. Parker. 





460, COX NAMED DIRECTOR MILLERS OF TEXAS. Rn. 8. 
Cox, head of the R. E. Cox Dry Goods Company, was 
elected a director of the Millers Mutual Fire Insur- 
ance Company of Texas at a recent quarterly meeting 
of the board of directors. He succeeds the late H. 
Hittlinger of New Braunfels. 





461, FIRE WASTE COUNCIL. The National Fire Waste 
Council at its annual meeting in Washington, D. C., 
on November 1 elected the following to the Execu- 
tive Committee of the group. George W. Elliott, 
chairman, assistant to the president, Chamber of 
Commerce & Board of Trade, Philadelphia; Eugene 
Arms, general manager, Mill Mutual Fire Prevention 
Bureau; George W. Booth, chief engineer, National 
Board of Fire Underwriters; Percy Bugbee, general 
manager, National Fire Protection Association; J. 
E. Cryan, assistant secretary, Continental; T. Al- 
fred Fleming, chief, Conservation Bureau, National 
Board of Fire Underwriters; Clarence Goldsmith, 
assistant chief engineer, National Board of Fire 
Underwriters; Paul W. Terry, manager, Missouri In- 
spection Bureau; Richard E. Vernor, manager, Fire 
Prevention Department, Western Actuarial Bureau; 
Harold L. Miner, manager, Safety & Fire Protection 
Department, E. I. DuPont de Nemours Company; J. H. 
Craig, state fire marshal, Springfield, Ill.; A. L. 
Kirkpatrick, manager, Insurance Department,  Cham- 
ber of Commerce of the United States; H. E. Hilton, 
secretary, assistant manager, Insurance Department, 
Chamber of Commerce of the United States. John A. 
North, vice president and director of the Phoenix 
of Hartford, and Hovey T. Freeman, president of the 
Manufacturers Mutual Fire Insurance Company, Provi- 
—" were chairman and vice-chairman of the meet- 
ng. 





4f2, McKENZIE HEADS N.A.I.C. COMMITTEE. Robert EF. 
Dineen, Superintendent of Insurance for the State of 
New York and president of the National Association 
of Insurance Commissioners has announced the ap- 
pointment of Commissioner Jack G. McKenzie of Ark- 
ansas as chairman of the Fire Prevention Committee 


of the National Association of Insurance Commission- 











16—December, 1946 


JOURNAL OF 


ers. He replaces Commissioner James M. McCormack 
of Tennessee. 


463. VERMONT RATING BILL. The special Vermont Com- 
mittee which for the past year has been studying rate 
legislation will recommend a new fire and casualty 
rate regulatory law to the 1947 Legislature. The 
measure will provide for filing of rates but without 
either the "prior approval" or "subsequent disap- 
proval" features of the bills drafted by the Nation- 
al Association of Insurance Commissioners and the 
All-Industry Committee. 





464, RALPH H. WESTGATE DIES. Ralph H. Westgate, 
secretary of the Norfolk and Dedham Mutual Fire In- 
surance Company of Dedham, Massachusetts died on 
October 30. He was fifty years old. 





465, FEDERATION OF INSURANCE COUNSEL ELECT. Glenn 
R. Dougherty, general counsel, Time Insurance Com- 
pany, Milwaukee, was elected president of the Feder- 
ation of Insurance Counsel at the organization's an- 
nual meeting held in Atlantic City. Other officers 
elected include: vice president, John T. Hume, Jr., 
Indianapolis, Merton L. Brown, Boston, George C. 
Coughlin, Binghamton, N. Y., Harley J. McNeal, 
Cleveland, H. Beale Rollins, Baltimore, Nathan J. 
Phillips, Toronto; secretary-treasurer, John A. 

Millner, general counsel, Columbian Protective As- 
sociation, Rochester, N. Y. 





466. NEBRASKA COMPENSATION DECISION. A volunteer 
fireman who suffers an accident in his home while 
hurrying to respond to a fire alarm cannot recover 
under the workmen's compensation act according toa 
decision handed down by the Nebraska Supreme Court 
in Henry v. the Village of Coleridge. The Court held 
that for an injury to be compensable there must be 
a casual connection between the employment and the 
injury; also, that the accident must have had its 
origin in or have been incidental to the employment 
or it must have resulted from a risk which by reason 
of the employment exposed the employee to a greater 
hazard than if he had not been so employed. 





467, SULLIVAN WINS IN KANSAS. Frank Sullivan, Law- 
rence, Kansas, was elected Insurance Commissioner 
of the state at the November 5 election. A Repub- 
lican, he will succeed the veteran Charles F. Hobbs, 
who declined to seek another term in office. Mr. 
Sullivan will take over the affairs of the Kansas 
Insurance Department on January 1, 1947. 





468, MUTUAL AGENT COMMITTEES ANNOUNCED. Committee 
appointments of the National Association of Mutual 
Insurance Agents for the coming year are: Executive 
Committee, Sam Chandler, Macon, Georgia, president; 
Joseph Magnus, Chicago; J. Clyde McGee, Jackson, 
Mississippi; H. Harold Howatt, Springfield, Massa- 
chusetts; Benjamin C. Sager, Cleveland; Hugh H. 
Murray, Jr.; Raleigh; John H. Kroll, Washington, 
D. C.; J. Wayne Barker, Nashville; Chester C. Jen- 
nings, Baltimore; Corey G. Hunter, Moravia, N. Y.; 
J. M. Zachary, Greenville, South Carolina; Charles 
M. Boteler, Washington, D. C. Other committee chair- 
men are: Membership, Benjamin C. Sager, Cleveland; 
Agency Qualification Laws, George D. Ratcliff, Jack- 
son, Mississippi; Agency Management, Floyd H. Craft, 
Greensboro; By-Laws, James P. Minor, Charlottes- 
ville; Company Relations Advisory, Charles M. Bo- 
teler, Washington, D. C.; Educational, Hugh H. Mur- 
ray, Jr., Raleigh; Resolutions, George F. Jones, 
Charlotte, N. C.; Finance, Chester C. Jennings, Bal- 
timore; Aviation Insurance, Charles H. Litaker, 
Charlotte, N. C.; Fire and Accident Prevention, Jo- 
seph E. Magnus, Chicago; and Public Relations, Bry- 
son F. Thompson, New Haven. 





469, MUTUAL GROUPS CONSOLIDATE. A new organization 
to be known as Transportation Insurance Rating Bu- 
reau, with headquarters in Chicago, has resulted 
from the consolidation of the Mutual Marine Confer- 
ence and the Mutual Aircraft Conference. William 
H. Rodda, who has been secretary of both organiza- 
tions will continue in the post with the new bureau, 
which will provide rating and safety service on in- 
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land marine and aviation risks for forty mutual com- 
panies. 


470, ARGENTINE DECREE REVISED. The office of Inter- 
national Trade, Department of Commerce, has received 
the new insurance decree introduced in the Argentine 
Chamber of Deputies by the executive branch of the 
government. It would create a new national reinsur- 
ance institution without participation of private 
capital. It is reported that the revised decree met 
with opposition on the part of some groups on the 
ground that it is more liberal from the standpoint 
of foreign companies than the decree of May, 1946. 
The Argentine Congress, it is understood, ended its 
ordinary session without acting on the revised de- 
cree. 





471, COMMITTEE ON BLANKS. Following a public hear- 
ing held at the New York Insurance Department on 
November 14, Subcommittee No. 2 of the Committee on 
Blanks of the National Association of Insurance Com- 
missioners has proposed a report covering suggested 
changes in the procedure of the Committee on Blanks. 
At the hearing representatives of the industry urged 
that changes should be made in order to afford com- 
panies more time for consideration of proposed 
changes in the form of the annual statements. Ih 
its report the subcommittee has taken cognizance of 
the time element and has made suggestions for changes 
which, it is anticipated, will accomplish the de- 
sired results. 





472. ASSOCIATED MEDICAL CARE NAMES SMITH. Frank E. 
Smith, former manager of the Department of Profes- 
sional Relations of California Physicians' Service, 
has been named full time executive secretary of Asso- 
ciated Medical Care plans. His headquarters will 
be in Chicago. 











473. CORROON DIES. Richard A. Corroon, president of 
Corroon and Reynolds, died in New York City on No- 
vember 14 of a heart attack following pneumonia. 
He was 64 years old. 


474, KELLY TO JOIN FACTORY MUTUALS. Ambrose B. 
Kelly, who, since his discharge from the Navy last 
spring, has been primarily engaged in studying de- 
velopments in social insurance for the American Mu- 
tual Alliance, will join the Factory Mutuals as 
assistant general counsel and chairman of the Joint 
Affairs Committee. He will be associated with Sen. 
Felix Hebert, general counsel of the companies. 





475, SUBSTITUTE RATING BILL OFFERED. A bill in op- 
position to the All-Industry proposals, drafted by 
Firemen's Fund, Farmers’ Automobile Inter-insurance 
Exchange, Pacific Employers and Pacific Indemnity, 
was presented to the California Legislative Interim 
Cémmittee at its first session in Los Angeles on 
November 12. 








476. OCTOBER FIRE LOSSES. Preliminary estimates of 
the National Board of Fire Underwriters place Octo- 
ber, 1946, fire losses at $40,108,000, an increase 
of 16.4% over October, 1945. Fire losses in the 
United States for the first ten months of this year 
are up $90,229,000 over the corresponding period 


last year. Estimated fire losses by months: 
1945 1946 
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477. STAY KANSAS RATE HEARING. An order staying In- 
surance Commissioner Charles F. Hobbs of Kansas 
from proceeding under his order of October 25, call- 
ing for a hearing on fidelity and surety rates in 
the state, has been signed by District Judge Heinz 
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of Shawness County, Kansas. The stay was granted 


‘as a result of action instituted by the Towner Rat- 


ing Bureau, Inc. on behalf of its members and Kansas 
subscribers after Commissioner Hobbs had rejected 
the proposed filings which were to become effective 
on September 1 and instead called a hearing for No- 
vember 13. 


478, JAMES G. WALLACE DIES. James G. Wallace, Sr., 
secretary-treasurer of the Richland County Mutual 
Fire Insurance Company, Mansfield, Ohio, died sud- 
denly on November 15 following a stroke. He was 
74 years old. 


479, IOWA MUTUALS NAME MOELLER. W. P. Moeller of 
Rock Rapids was elected president of the Iowa Asso- 
ciation of Mutual Insurance Associations at the or- 
ganization's annual meeting held in Des Moines on 
November 20-21. E. A. Larson of Red Oak was named 
vice president and Harry L. Gross, Des Moines, was 
reelected secretary-treasurer. 


480, FIRE ALARM COMPANY INDICTED. Indictment of the 
Gamewell Company of Newton Upper Falls, Massachu- 
setts, and five of its officers on charges of monop- 
olizing the manufacture and distribution of muni- 
cipal fire alarm equipment has been returned by a 
Federal Grand Jury at Boston, according to Attorney- 
General Tom Clark. Also named as defendants in the 
first two counts of the four count indictment are 
the American District Telegraph Co. of New York City 
and its president, Edmond A. Ward of Maplewood, New 
Jersey. The indictment alleges that municipalities 
are charged high, unreasonable prices by Gamewell, 
and this may be one of the principal reasons for the 
lack of adequate fire alarm protection in cities 
throughout the United States. 








481. N.A.I.C. COMMITTEES RELEASE REPORTS. Two re- 
ports dealing with a fair-trade practices bill at 
the state level, three reports of the All-industry 
Subcommittee on the Robinson-Patman Act, a bill for 
form and rate filing for accident and health insur- 
ance, a report of the meeting of the Joint Commis- 
sioners' Committees at New York, October 23-26, and 
a memorandum concerning a question arising under 
the Clayton Act have been released by committees on 
rates and rating organizations and federal legisla- 
tion of the National Association of Insurance Com- 
missioners. . 


482, NORFOLK AND DEDHAM ELECTS GOLDTHWAITE. George 
F. Goldthwaite has been elected secretary of the 
Norfolk and Dedham Mutual Fire Insurance Company, 
Dedham, Mass., to succeed the late Ralph H. Westgate. 
William L. Hitchcock was elected to the post of as- 
sistant secretary in addition to his present duties 
as assistant treasurer. 


483. CANADIAN FIRE LOSSES. Estimated Canadian fire 
losses for October, 1946, totaled $3,536,225 accord- 
ing to the Monetary Times, compared with $4,927,050 
in the same month last year. Losses for the first 
ten months of 1946 are estimated at $6,000,000 below 
last year's aggregate for the same period. 





484, MUTUAL COMPANY ASSOCIATION DISSOLVED. The Mu- 
tual Company Association, which was organized in 
1935 to provide insurance for the Home Owners Loan 
Corporation on properties in which the H.0.L.C. was 
interested, was dissolved on November 1l, 1946. 


485, FRANK D. LEIZEAR DIES. Frank D. Leizear, presi- 
dent of the Mutual Fire Insurance Company of Mont- 
gomery County, Sandy Spring, Maryland, died on No- 
vember 20. He had served as president of the con- 
pany since 1923. 


486. CASUALTY ACTUARIAL SOCIETY. Charles J. Haugh, 
secretary, Travelers Insurance Company, Hartford, 
was reelected president of the Casualty Actuarial 
Society at the organization's annual meeting held 
in New York on November 22. Other officers reelected 
include: vice presidents, James M. Cahill, secre- 
tary, National Bureau of Casualty and Surety Under- 
writers, New York, and Harry V. Williams, assistant 
secretary, Hartford Accident and Indemnity Company, 
Hartford; secretary-treasurer, Richard Fondiller, 
Woodward and Fondmiller, New York; editor, Miss Emma 
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C. Maycrink, secretary- treasurer, Association of 
New York State Mutual Casualty Companies, New York; 
librarian, Thomas 0. Carlson, actuary, National Bu- 
reau of Casualty and Surety Underwriters, New York. 
Elected members of the council for three year terms 
were: John A. Mills, vice president and actuary, Lum- 
bermens Mutual Casualty Company, Chicago; Harmon T. 
Barber, actuary, Travelers Insurance Company, Hart- 
ford, and Francis S. Perryman, vice president and 
actuary, Eagle, Globe & Royal Indemnity Comapnies, 
New York. 


487. OCTOBER TRAFFIC DEATHS. Traffic deaths in the 
United States during October, 1946, were 3,120 a de- 
crease of 5% over October, 1945, according to the 
National Safety Council. A total of 27,520 traffic 
fatalities was reported for the first ten months of 
1946, a 28% increase over the corresponding period 








last year. Traffic fatalities by months: 

In- 
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Increases in 
automobile liability insurance premium rates esti- 
mated at 6.4% higher for bodily injury liability 
and 50% higher for property damage liability, were 
approved by the Virginia Corporation Commission on 
November 13. As a result of the increase, Virginia 
policyholders are expected to pay approximately one 
million dollars more annually in premiums. 


489, COMPANY MOVES. The Fall River Manufacturers 
Mutual Insurance Company has moved its office from 
84 North Main Street, Fall River, Massachusetts, to 
60 Batterymarch Street, Boston. All of the com- 
panies comprising the Boston Manufacturers Mutual 
Group--Boston Manufacturers Mutual Fire Insurance 
Company, Worcester Manufacturers Mutual Insurance 
Company, and Fall River Manufacturers Mutual Insur- 
ance Company--are now located in Boston. 








490, ROBIDEAU HEADS MUTUALS. C. J. Robideau, La 
Moure, North Dakota, was elected president of the 
National Association of Mutual Insurance Companies 
at the 50th annual convention held November 11-13 at 
Buffalo, N. Y. He is secretary of North Dakota 
Farmer's Mutual Fire and Lightning Insurance Con- 
pany and North Dakota Farmer's Mutual Tornado and 
Cyclone Insurance Company, and succeeded George A. 
McKinney, executive vice president Millers Mutual 
Fire Insurance Association of Illinois, Alton. Leo 
A. Mingenbach, executive vice president Hardware 
Dealers Mutual Fire Insurance Company, Stevens 
Point, Wisconsin, was chosen vice president. Harry 
P. Cooper, Jr., Indianapolis, Indiana, succeeded 
Harry P. Cooper, Sr., as secretary; the elder Cooper 
had served as secretary since 1914. B. Rees Jones, 
president, Town Mutual Dwelling Insurance Company, 
Des Moines, Iowa, was reelected the Association's 
national councillor to the Chamber of Commerce of 
the United States. 





491, N. Y. CLASSIFICATION REPORT. Fire and light- 
ning premiums written in New York State (exclusive 
of New York City) by all stock insurance companies 
during 1945 are given as $36,315,504 in the Standard 
Fire Classification Report just released by the New 
York State Insurance Department. Losses paid to- 
taled $16,738,472 and the overall loss ratio was 
46.09%. Classes having the highest loss ratio were 
churches and chapels 106%; lumber yards, wholesale, 
retail and mill 94%; sprinklered risks--manufactur- 
ing 88%; railway and traction properties 75%. For 
New York City only fire and lightning premiums of all 
stock insurance companies amounted to $32,015,553, 
losses paid $17,465,805, for an overall loss ratio 
of 54.55%. 
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Loss. Managers and Adjusters 
The Importance of Proper and. 


Prompt Investigation of Fire 
and. Water Damage Losses 


Involving Poisthle Subrogation 


HE heavy increase in the number 

and amount of losses arising un- 
der the fire insurance contract and 
under the sprinkler leakage and water 
damage policies has fixed attention 
on the importance and necessity of 
securing proper returns from those 
losses which give rise to the possi- 
bility of subrogation against third 
parties. 


This problem is not a novel one, 
and has been receiving full and earn- 
est attention from loss executives and 
supervising loss managers for a long 
period of time. Unfortunately, how- 
ever, no matter how zealous the loss 
executive may be, his efforts are of no 
avail if full cooperation is not af- 
forded by the loss adjuster, who is 
in actual control of the loss adjust- 
ment. Recently several of my mutual 
company clients have had a few un- 
fortunate experiences in this regard 
and it is at their request that this 
article is being written, in the hope 
that it may awaken among loss ad- 
justers a fuller appreciation of. their 
responsibility in connection with the 
necessity for prompt and full investi- 
gation of fire and sprinkler leakage 
involving the possibility of subroga- 
tion and recovery. 


We all appreciate the fact that in- 
surance adjusters generally, and es- 
pecially now under present conditions, 
lead very busy and active lives and 
carry immense responsibility in con- 
nection with the proper disposition 
of losses. We all know that primar- 
ily the adjuster is interested in fixing 
the true amount of damages so that 
a fair and prompt settlement can Le 
effected. If, however, any success is 
to be achieved in obtaining subroga- 
tion recoveries, it is of the utmost 
importance that the loss adjuster, who 


is usually the first insurance company 
representative to visit the scene of the 
less, seek out information as to the 
probable cause of the fire or sprinkler 
leakage as soon as he reaches the site 
oi the loss. From my own experience 
I have found that assureds are very 
loquacious before their losses are ad- 
justed and are always willing to give 
full information at the beginning. If 
the adjuster procures any information 
which inclines him to feel that a third 
party may be involved in the causing 
of the loss, he should make it a prac- 
tice to send a prompt, brief, prelim- 
inary report to his principals appris- 
ing them of his findings, so that an 
investigation can be made from a 
legal point of view. 


In the course of my experience, 
which has been confined chiefly to the 
handling of subrogation recoveries 
under the fire and sprinkler leakage 
policies, not only in the New York 
area, but in various parts of the coun- 
try, I have found that few if any ad- 
justers have the trained personnel or 
skill necessary to make a proper in- 
vestigation as to various elements con- 
cerning subrogation. The chief aid 
which the adjuster can give is not in 
making the investigation himself, but 
in relaying to the company the brief 
outline of the facts, meagre as they 
may be, concerning the origin of the 
loss, so that the company can ask at- 
torneys, who are skilled in this kind 
of work and who have the proper 
personnel to handle it, to make the 
full and complete investigation. Time 
is of the essence in the procuring of 
necessary and requisite evidence to 
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establish a proper case, and it is for 
that reason that | stress the necessity 
of having the adjuster give prompt 
notification to those who must ulti- 
mately determine whether there is 
sufficient evidence upon which to 
predicate a cause of action. 


Fire iosses occur through @ variety 
of means. In many cases the origin 
is shrouded in mystery and can never 
be ascertained despite the most assid- 
uous of investigations. In a great 
number of cases, however, although 
the origin may appear to be obscure, 
prompt and efficient discovery of the 
facts will often result in a finding 
which indicates that far from being 
accidental in nature, the cause of a 
given fire is in fact due to negligence. 
lire losses frequently occur by reason 
o1 the breakdown of machinery. 11 
the machine or instrument which 
caused the fire is at the point where 
it was when the fire occurred, and no 
cenditions have occurred which change 
the situation, an examination of the 
machinery by dn expert often will 
determine whether negligence caused 
the fire. However, once the machine 
or instrument which caused the loss 
is removed, the entire basis for sub- 
rogation has disappeared. If the ma- 
chine has been repaired before it could 
be examined by a competent expert, 
any testimony regarding the cause of 
the fire becomes mere speculation and 
becomes valueless in a court of law, 
because the expert is unable to de- 
termine the conditions which existed 
at the time the loss occurred. 


It can readily be seen, therefore, 
that in cases of this type the only pos- 
sible way in which evidence can be 
preserved is to have an opportunity 
to make a prompt examination. The 
old adage “one photograph is worth 
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more than a thousand words” is of 
particular value in preparing a sub- 
rogation case. | recently completed 
the trial of a complicated electrical 
loss where photographs promptly 
taken of wiring in the assured’s 
premises proved our contention that 
the fire occurred as the result of an 
electrical overload on the part of a 
utility company rather than by de- 
fective interior wiring as contended 
by the power company. Sometimes 
the lapse of a day or two provides the 
opportunity to a wrongdoer to remove 
the instrument which caused the loss, 
thereby making it impossible to estab- 
lish facts from which a proper case 
can be proved. 


I have found this to be especially 
true in cases involving sprinkler leak- 
age. I often have found that a loss 
occurs by reason of the premature 
operation of a sprinkler head. These 
defective heads must be promptly 
changed. The superintendent of the 
building or the fire patrol usually re- 
moves a defective head. They usually 
keep it a short time and then discard 
it. It is, of course, elementary that 
these heads must be examined in order 
to determine whether the operation 
was accidental or due to corrosion or 
to mechanical injury. I have success- 
fully proved on many occasions, 
through the opportunity of examining 
promptly the condition of a given 
head, that it was hit by a heavy blow 
and that the loss was occasioned by 
negligence. This proof was shown 
despite the denials of witnesses in the 
premises where the loss occurred, be- 
cause of the fact that we had the head 
and were able to exhibit it to the court 
upon the trial. The condition of the 
head spoke for itself and in many 
cases experts showed the court exact- 
ly how this head had been struck. If 
the head had disappeared before we 
were able to make our investigation, 
our efforts would have been valueless. 


The loss adjuster should not seek 
to weigh the merits or probabilities 
of a case in determining whether he 
should notify the company at once. 
There is no definite yardstick by 
which it can be determined whether 
a given case will result successfully 
or otherwise. It is important to note 
that a fire loss or similar loss may be 
proved by circumstantial evidence as 
well as by direct testimony. Although 
a fire may have been devastating in 
character and have left no tangible 
remains, still it is possible to recon- 
struct the cause of the fire by means 
of circumstantial evidence. In fire 
cases this is one of the most important 
ways of proving how a fire occurred. 
Py the very nature of fire it is readily 
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understood that, unless one were able 
to introduce circumstantial evidence, 
it would be almost impossible ever to 
prove a fire case, since it is very sel- 
dom that eye witnesses are actually 
present at the scene of a fire while it 
is just beginning. 


In a well known case tried several 
years ago, it appeared that a fire 
originated on the premises of a large 
oil company. The fire was widespread 
and practically destroyed the entire 
premises, together with a large 
amount of surrounding property. The 
owners of the surrounding property 
brought suit against the oil company. 
On the trial it was proved that while 
gasoline was being pumped from cer- 
tain tank cars in the oil company’s 
premises, a pipe broke and gasoline 
overflowed. No one actually saw what 
ignited the gasoline ; however, it was 
proved that there was a pump near the 
point where the fire originated that 
had been operated by an open com- 
mutator type of motor which is known 
to spark. Evidence was introduced 
that on previous occasions this motor 
sparked and the court inferred that on 
the night of the fire this motor must 
have sparked and ignited the gasoline. 


In one of my own cases which was 
tried a few years ago, it appeared 
that an oil burner constantly leaked 
oil and backfired. One night fire was 
seen to originate at or near this oil 
burner. The fire itself destroyed the 
entire property. We proved that on 
the night of the fire the same condi- 
tions existed and since the fire was 
observed in the boiler room, that the 
boiler had again backfired and started 
the fire. In both of these cases of 
course no eye witness was presented, 
but the court inferred these facts 
from the known facts that had been 
observed on previous ,occasions. In 
other words, a careful, skilled legal 
investigation will often, when ptompt- 
ly made, uncover the true origin of a 
fire which on the surface appears un- 
krown and unascertained. 


O provide a simple guide for an 

adjuster to use in determining in 
the first instance as to whether any 
subrogation exists, it is,important to 
remember that under our law a party 
can be held responsible for negligence 
provided the one who was harmed 
was himself free from any contribu- 
tory negligence. Negligence compre- 
hends a duty, a breach of that duty, 
and damages resulting therefrom. The 
duty which one owes to another may 
be fixed by statute. A violation of an 


ordinance or regulation of a munici- 
pality may be some evidence of negli- 
gence. Failure to comply with rules 
and regulations of the National Board 
ot Fire Underwriters, or of other 
regulating bodies, may be some evi- 
dence of negligence if the parties set 
forth in their contract stipulation- 
that premises must be maintained i 
accordance with the rules and regula- 
tions of the underwriters. The breach 
of a clause in a lease may be negli- 
gence; the failure to provide certain 
standards called for by a contract 
may be negligence ; failure to comply 
with normal! good practice or usual 
custom may be negligence; failure to 
act as a prudent person would act 
under similar circumstances may be 
regarded as negligence; the failure 
to use care commensurate with dan- 
ger in a given situation constitutes 
negligence. 


Only by a careful study of all of 
these various factors can it be deter- 
mined whether or not the insurance 
carrier is entitled to subrogation. Fur- 
thermore, the relations of the parties 
often fix the measure of their duty to 
each other. A lease fixes the duties 
of landlord and tenant; a warehouse 
receipt, that of bailor and bailee; a 
contract, that of builder and owner. 
These documents must be carefully 
analyzed and interpreted. 


It also is extremely important in all 
exposure losses to check back and 
discover the place where the fire orig- 
inally occurred. If the fire took place 
in an adjoining building or a water 
damage occurred in an adjoining 
building because of a negligent act, 
subrogation proceedings can be insti- 
tuted to recover from the wrongdoer. 


Some time ago, in the case of New- 
burgh Transfer & Storage Company 
vs. Pure Oil Company, 20 N. Y. 
Supp. (2nd) 141, in which I acted 
as attorney for the plaintiff, a fire 
arose in a small warehouse used by 
the defendant oil company. We 
showed that the fire originated in 
their premises and spread to those 
occupied by our assured. The origin 
of the fire, we claimed, was due to the 
ignition of inflammable material 
stored in violation of state statutes 
and city ordinances. The statute 
stated that articles of that character 
could be stored only in a fireproof 
building and this building was not of 
fireproof construction. A large ver- 
dict was rendered against the defend- 
ant which was affirmed by the Court 
of Appeals in 284 N. Y. 293. This 
was a clear instance of what can be 
accomplished in the proper investi- 

ation of an exposure loss. 
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_ Recently we handled a large num- 
ber of losses arising by reason of the 
spread of a fire from construction 
work performed by a railroad along 
its right of way. The fire occurred 
during the middle of the night. Many 
surrounding buildings were destroyed. 
We were promptly apprised of the 
loss by the adjusters and made an in- 
vestigation which showed that the 
railroad contractors had been prepar- 
ing concrete forms. It was a cold 
day and in order to dry the concrete, 
kerosene burning salamanders were 
used and the forms themselves were 
covered with large oil-treated tarpaul- 
ins which were hung along the rail- 
road superstructure. A heavy wind 
blew the tarpaulins onto the salaman- 
ders which were left unprotected 
while the watchman went off duty, 
as a result of which the fire started 
and gained headway, causing a very 
large amount of damage. Ultimately 
the railroad paid a large amount in 
damages. This likewise shows what 
can be done with an exposure loss 
where a prompt investigation is made. 


In water damage losses it will be 
found that often either the landlord, 
another tenant, or perhaps a separate 
third party has been at fault. During 
the cold weather season there are 
thousands of water damage and 
sprinkler leakage losses caused by 
freeze-ups. Sometimes they are en- 
tirely accidental. More often they 
can be traced directly to failure to 
furnish heat or protection of plumb- 
ing pipes. The law of landlord and 
tenant comes into play very clearly 
in this type of case. The measure of 
liability is fixed entirely by the terms 
of the lease. While it has been held 
that by a proper exculpatory clause 
in the lease a landlord can exempt 
himself even for acts of negligence 
on the part of himself and his agents, 
(Kirschenbaum vs. General Outdoor 
Advertising Company, 258 N. Y. 
489), still this is no longer permitted, 
at least in New York State, by Sec- 
tion 234 of the Real Property Law 
of the State of New York, which 
holds that such exemptions are out- 
lawed, and no clause in a lease ex- 
empting the landlord from liability 
will be upheld if the lease was made 
after June 5th, 1937. 


A a general rule, a landlord is not 
liable for ordinary wear and tear 
or for damage by the elements. Where 
certain parts of the building, such as 
plumbing and sprinkler pipes are un- 
der his control, he is obligated to 
make repairs after he has received 
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notice, either actual or constructive, 
of defects in the piping. A landlord 
must keep in good repair those por- 


‘ tions of the premises over which he 


reserves control and which are for 
the common use of all tenants, and 
this applies to plumbing and sprink- 
ler equipment. (Employer’s Liability 
Insurance Corp. vs. Wagner, 214 N. 
Y. Supp. 313; Schwartz vs. Mundy, 
97 N. Y. Supp. 978; Und. vs. Broad- 
way Marlboro Realty Corp., 241 N. 
Y. Supp. 472; Dollard vs. Roberts, 
130 N. Y. 273). 


Regulations controlling installation 
and maintenance of sprinkler equip- 
ment are imposed in New York by 
municipal authorities. Failure to com- 
ply with these rules is some evidence 
ot negligence. Similar rules are en- 
forced in other parts of the country 
in accordance with municipal ordi- 
nances. Plumbing in public buildings 
is usually under the control of the 
landlord and, if he fails to keep the 
plumbing and piping in good condi- 
tion, he is liable for the resulting 
damage. It must be remembered, 
however, that in order to prosecute 
successfully any subrogation action 
arising out of a landlord’s negligence 
or arising out of the negligence of 
another tenant in the building, the 
cause of the water damage must be 
determined before any repair has been 
made, so that it can be shown beyond 
peradventure that the loss was due to 
negligence rather than to unavoidable 
accident. 


The period of December 19th to 
December 22nd, 1942, was extremely 
cold. During those three days, which 
comprised a Friday, Saturday and 
Sunday, sprinkler equipment in some 
seven hundred and fifty buildings in 
the New York metropolitan area burst 
as a result of freeze-ups. The Loss 
Committee of the New York Board 
of Fire Underwriters, which had 
charge of most of those losses, in- 
structed its adjusters to report 
promptly on all these losses. A very 
large number of them were referred 
to my office. We employed experts 
and in some cases metallurgists to 
show that the losses were caused by 
freezing which occurred while the 
heat was shut down in these build- 
ings during the weekend period. 


There was a great diversity of opin- 
ion as to whether these losses resulted 
by reason of negligence on the part 
of the landlords in failing to furnish 
heat, or were caused as the result of 
an act of God in the sudden drop in 
temperature which took place during 
these three days. We took the posi- 
tion that the landlord was obligated 
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even on weekends to provide suffi- 
cient heat in buildings to maintain 
plumbing and sprinkler piping in good 
condition and to prevent freezing. 


As a test case we tried the action 
ot Par X Uniform Service Corp. vs. 
Emigrant Industrial Savings Bank. 
The lower court was inclined to up- 
hold the defendant’s contention that 
there was no negligence in the freeze- 
up. However, the Appellate Division, 
in 53 N. Y. Supp. 2nd 16, reversed 
the lower court and held that the land- 
lord was responsible for these freeze- 
ups and was obligated to furnish sut- 
ficient heat to protect all plumbing 
and sprinkler piping in a_ building, 
even during a weekend period when 
the buildings were shut down for 
business. In many cases, where ad- 
justers looked upon these cases as 
acts of God, no subrogation was taken 
and no recovery was ever made. 


In a recent case where the facts 
strongly indicated that the fire was 
due to electrical disturbances which 
originated in cables and conduits con- 
trolled by the power utility company, 
the adjuster did not notify the com- 
pany of the possibilities of subro- 
gation until he made his closing re- 
port, which was submitted to the un- 
derwriters about three months after 
the loss occurred. The underwriters 
promptly requested us to investigate. 
When we reached the scene we found 
that all the cables had been removed 
and that the fire chief, who had made 
a thorough investigation, who had 
been on the scene of the fire and who 
had verbally stated that the fire was 
due to electrical disturbances on the 
part of the utility system, had died 
about two months after the fire. Al- 
though there had been excellent sub- 
rogation possibilities in this case, the 
chances of proving it had _ virtually 
disappeared because of the lapse of 
time between the noticing of these 
conditions by the ‘adjuster and his re- 
port to the company. 


For these reasons, I cannot too 
strongly urge all loss men to instruct 
adjusters to take steps promptly in 
all losses in which the right of subro- 
gation may be involved. The subro- 
gation feature should proceed simul- 
taneously with the adjustment of the 
loss. No harm can result if it later 
is determined that the subrogation 
possibilities were of no value, because 
by following this procedure as a gen- 
eral practice, the insurance company 
in time will find that subrogation 
rights are valuable and profitable in 
losses arising under the fire insurance 
contract, and under the sprinkler 
leakage and water damage policies. 
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PAST LOSSES AS A GUIDE TO THE FUTURE... 





.. . HOW AUTOMOBILE INSURANCE RATES ARE MADE 


| | Ae tapne who are interested in 
the subject doubtless have noted, 
in recent issues of this publication, 
several articles dealing with the fun- 
damentals of insurance rates and in- 
surance rate-making. 


This examination of rating began 
as an inquiry into the reasons why 
regulation of rates is held to be neces- 
sary in fire insurance and in casualty 
insurance. The matter is an important 
one, since the legislatures of forty- 
four states will meet early in 1947, 
and in each of them will be advanced 
bills seeking changes in the laws under 
which each state regulates the busi- 
ness of insurance. The principal 
changes sought will concern regulation 
of fire insurance and casualty insur- 
ance rates and rate-making ; the states 
desire to strengthen such controls, and 
to make them more nearly uniform, 
as a demonstration that Federal regu- 
lation of insurance is unnecessary. 


When the facts about the need for 
regulation of fire insurance and cas- 
ualty insurance had been set out, the 
teking of another step became logical. 
This was to attempt to present in 
simple non-technical terms, for gener- 
al public examination, an explanation 
of how rates are made for the prin- 
cipal kinds of insurance. For many 
years a real barrier to public under- 
standing of insurance has been the 
widespread but mistaken belief that 
the making of insurance rates is a 
mysterious process, too complex for 
anyone except the expert to hope to 
fathom. 


The explanation began with fire in- 
surance rates, upon the assumption 
that their making possibly involves 
consideration of less tangible factors 
than does the making of rates for 
other common kinds of insurance. It 
was pointed out that statistics of past 
fire losses alone cannot accurately 
measure the possibility of future fires 
in any given structure, nor do they 
serve as a reliable guide to rates that 
are equitable as between one policy- 
holder and another. Engineering anal- 
ysis of structures, and of the activities 
and hazards found within them, were 
held to be the bases of any successful 
system of fire insurance rating. 


At the same time it was indicated 
that, in some other kinds of insurance, 


it is highly practicable to rely heavily 
upon statistics of past losses as indi- 
cators of the probable extent of future 
losses. It is proposed to outline here 
how rates are made in connection 
with one of these other kinds of insur- 
ance, taking automobile insurance as 
an example. 


Statistics of past losses play a very 
important role in the making of auto- 
mobile insurance rates, a much more 
important role than they play in fire 
insurance rate-making. Nor is it nec- 
essary to go into a detailed comparison 
of the differences between automobile 
insurance and fire insurance to under- 
stand why this should be true. 


One difference is that the usual 
form of fire insurance may cover any 
type of structure, from a construction 
shack to an industrial plant valued at 
millions of dollars ; automobile insur- 
ance deals with a standardized unit, 
a mass-produced vehicle roughly sim- 
ilar in construction and value to other 
mass-produced vehicles. All are sub- 
ject to somewhat the same hazards, 
and differences in hazard can be ad- 
justed by separating the units into 
comparatively simple classes. A fire 
may spread to cause untold damage; 
the damage which can be done to or 
by an automobile ordinarily is con- 
fined within fairly narrow limits. In 
automobile insurance the insurance 
company may be called upon to pay a 
large number of small individual 
losses, but there is little possibility 
that any one loss will involve the huge 
sums that may be involved in a single 
fire loss. Under such conditions sta- 
tistics of past losses come to have real 
value as measures of probable future 
losses in the automobile insurance 
field. 


What are the reasons why people 
buy automobile insurance, the hazards 
against which they seek to protect 
themselves ? 


Sasically there are two. The first 
is the possibility that one’s automobile 
may kill or injure some other person, 
or may damage some other person’s 
property. The second is the possibility 
that one’s own automobile may be 
stolen, damaged, or destroyed. Clear- 
ly these are possibilities of two very 
different types. 


In the first case the financial loss 
which may be suffered by the automo- 
bile’s owner involves a legal question. 
Was he at fault in the situation which 
resulted in the injury of another per- 
son, or in the damaging of another 
person’s property? If he was at fault 
he may be held legally liable for the 
payment of damages, with the amount 
set by agreement with the injured per- 
son or by order of a court. If he can 
demonstrate that he was blameless, 
he may sustain no financial loss. When 
the automobile owner buys the kind of 
insurance designed to give him finan- 
cial protection in such situations— 
commonly called automobile bodily in- 
jury and property damage liability 
insurance—the insurance company 
undertakes principally to investigate 
such claims against him, to’ defend 
him against them, and to pay any dam- 
ages for which he is held legally liable 
up to the dollar limits agreed upon in 
the insurance policy. The insurance 
company in this case is not directly 
concerned with any damage done to 
his own automobile. 





In the second case the financial loss 
which may be suffered by the automo- 
bile’s owner involves largely the mere 
question of values. If his automobile 
has been stolen or destroyed, the in- 
surance company pays him its current 
value. If it is damaged, the insurance 
company pays the cost of having the 
automobile restored to the condition 
in which it was before the damage 
was sustained. Insurance policies pro- 
tecting the automobile owner against 
such losses usually are called automo- 
bile physical damage insurance poli- 
cies. They are of several types and 
give more or less complete protection, 
depending upon the amount of premi- 
um the policyholder wishes to pay. 
Under policies of this type the insur- 
ance company is not directly con- 
cerned with the policyholder’s legal 
liability to other persons. 


Policies covering legal liability 
commonly are written by casualty in- 
surance companies; policies covering 
physical damage to one’s own auto- 
mobile commonly are written by fire 
insurance companies. It has been the 
practice for a casualty insurance com- 
pany and a fire insurance company to 
join in issuing—in a single document 
—policies which cover both types of 
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contingency. The trend seems toward 
permitting a single insurance company 
to write all of the coverages required 
upon an automobile. 


Over the past decade a committee 
of automobile insurance men has been 
working toward simplification and 
standardization of automobile insur- 
ance policies. Today the automobile 
insurance policies written by most of 
the major insurance companies con- 
tain exactly the same provisions. And 
this uniformity has an important 
bearing upon the making of automo- 
bile insurance rates. It aids greatly 
in consolidation of the loss statistics 
received from any one insurance com- 
pany with those received from other 
insurance companies. This tends to 
give a more nearly accurate picture of 
the losses sustained by insurance com- 
panies generally in any territory, for 
any period, under any kind of auto- 
mobile insurance policy. 


O a considerable extent automo- 

bile insurance rates are developed 
by rating bureaus, which have insur- 
ance companies as members or sub- 
scribers. There are separate organiza- 
tions for casualty insurance rates, and 
for physical damage insurance rates. 
In the casualty field there are two na- 
tional rating organizations, having as 
members or subscribers the insurance 
companies writing a sizeable percent- 
age of the volume of such premiums 
written in the United States; they 
operate in a number of states. There 
are three states in which automobile 
casualty insurance rates are deter- 
mined by the state insurance super- 
visory authorities. One state has its 
own rating bureau, directed and sup- 
ported by the insurance companies 
under the supervision of the state in- 
surance commissioner. In the physical 
damage insurance field there is one 
national rating organization, of which 
many of the principal insurance com- 
panies are either members or sub- 
scribers, and there are a number of 
local conferences. In both fields there 
are a great many independent insur- 
ance companies ; they may make their 
own rates upon the basis of their own 
experience or judgment, or they may 
in some cases set their rates by adjust- 
ing and amending the rates and rules 
published by the national rating or- 
ganizations. 


Before the war the development 
of automobile insurance rates was be- 
coming a more and more nearly exact 
process. During the war years there 
were shortages of calculating machin- 
ery, and shortages of experienced per- 
sonnel in insurance companies, rating 
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organizations, and state insurance de- 
partments. These and other conditions 
curtailed to some extent the collection 
of detailed loss statistics in all but a 
few states. Since the war’s end, how- 
ever, the insurance companies and rat- 
ing organizations and state insurance 
departments are establishing efficient 
procedures for the recording and re- 
porting of automobile loss experience. 


For the purpose of illustrating how 
automobile insurance rates are made 
the procedure used in states which 
have regulation of automobile insur- 
ance rates probably can be explained 
most easily. In the interest of brevity 
and simplification discussion will be 
confined largely to automobile cas- 
ualty insurance rate-making. 


It should be stressed in the begin- 
ning that the statistics used in auto- 
mobile insurance rate-making are 
based upon the number of automobiles 
insured, and upon dollars of insurance 
company loss outgo. The number of 
arrests or accidents, the number of 
individuals killed or injured in a given 
territory, have no direct bearing upon 
insurance rates. It is the insured acci- 
dents and their cost to the insurance 
companies which furnish the basis for 
automobile casualty insurance rate- 


making. This point cannot be empha-, 


sized too strongly, since it has been 
responsible for numerous misunder- 
standings in the past. 


In automobile casualty insurance 
“risks” are classified under the var- 
ious coverages in a way that seeks to 
measure any significant differences in 
hazard ; the objective is to make the 
rates adequate, not excessive, and not 
unfairly discriminatory. The insur- 
ance term “risk” may be defined loose- 
lv as an insured unit. 


Four distinct methods of classifica- 
tion have been in use, and their im- 
portance has varied from time to 
time: classification by territory, by 
type or construction of the automo- 
bile, by use of the automobile, and by 
the record or experience of the policy- 
holder. 


Separation of risks by territory was 
developed originally to distinguish 
between city areas, suburban areas, 
and rural areas; there tend to be con- 
siderable differences in accident ex- 
perience between them. The number 
of territories gradually was increased, 
and at the present time there are hun- 
dreds of territories in this country 
for which loss statistics on automo- 
bile casualty insurance are separately 
recorded. 


Separation of risks by type of ve- 
hicle has been applied in several forms, 
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but is now used chiefly to differenti- 
ate between private passenger auto- 
mobiles, commercial cars and trucks, 
public and other livery vehicles, and 
trailers. 


Classification by the use of the 
automobile is applied to all of the 
above types. On the average the pick- 
up truck used by a farmer around his 
premises and for an occasional trip 
to the shopping center presents less 
hazard, in terms of possible loss to 
the casualty insurance company, than 
the same type of pickup truck used, by 
a retailer to make deliveries six days 
a week in an urban area. A school bus 
may present a smaller hazard than a 
passenger bus which sees regular use 
en congested city streets, or operates 
at high spted on rural through high- 
ways. 


Classification by the record or ex- 
perience of the policyholder now is 
used principally in connection with 
risks where a number of automobiles 
are insured by a single policyholder. 


F the laws of a state provide for 

“regulation of automobile insurance 
rates, they also require insurance 
companies to report their statistics on 
loss experience to the state insurance 
supervisory authorities. Under ordi- 
nary conditions, because such author- 
ities do not have a staff sufficiently 
large to digest the mass of statistics 
reported by the individual insurance 
companies, they appoint one or more 
statistical agents. Usually these sta- 
tistical agents are the rating organ- 
izations, which are set up with suff- 
cient technical personnel and equip- 
ment to act in this capacity. 


The state insurance supervisory 
authorities then adopt and make pub- 
lic, after discussion with representa- 
tives of insurance companies doing 
business in the state, a statistical plan 
or plans for the various forms of 
automobile insurance. Adoption of 
such plans is necessary in order that 
reports of the large number of insur- 
ance companies may be in such form 
that they may be combined to form 
a sufficient volume of statistics for 
rate-making purposes. Such statis- 
tical plans provide for the reporting 
of loss experience for the various 
classes of insured risks and hazards. 


The statistical plans, after adoption 
by the state insurance supervisory 
authorities, are made known to all in- 
surance companies doing business in 
the state—for use after a certain date. 
This means that at least one year will 
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elapse before any credible amount of 
loss experience can be reported by all 
insurance companies under the plan. 


The state insurance supervisory 
authorities—usually after one year— 
issue an official call for the reporting 
of loss experience, under the plans, to 
the appointed statistical agents. The 
statistical agents, in accordance with 
the instructions of the state insurance 
supervisory authorities, collect and 
audit and consolidate the loss experi- 
ence of the insurance companies re- 
porting to them. This results in a 
classified tabulation of the loss ex- 
perience of the reporting insurance 
companies. 


The rate-maker’s study of the con- 
solidation of loss experience, and the 
interpretation of this experience in 
accordance with established proced- 
ures, serves as the basis upon which 
rates for automobile casualty insur- 
ance are determined. 


Normally it is not practicable to 
rely entirely upon the loss experience 
for a single year in determining auto- 
inobile casualty insurance rates. Cus- 
tomarily a formula involving consid- 
eration of the five-year average “pure 
premium” and the two-year mean 
“pure premium” is employed. Con- 
sidered, too, is the “underlying pure 
premium,” which is the “pure premi- 
um” in effect at the time the new 
rates are being developed. One im- 
portant reason for this procedure is 
that, when the loss experience is 
broken down by territory, type of ve- 
hicle, use of vehicle, and type of cov- 
erage the volume of loss experience 10 
the classification for a single year may 
be too small to be reliable. A reason- 
ably large volume of loss experience 
is essential to permit operation of the 
law of averages, or the law of large 
numbers, upon which insurance is 
based. 


The first step in interpreting the 
loss experience is to determine what 
is called the “pure premium.” This is 
the actual loss outgo per unit insured, 
and is the fundamental element in 
the automobile insurance rate. Broad- 
ly speaking, it is determined by the 
simple process of dividing the dollar 
amount of losses incurred by the re- 
porting insurance companies by the 
total number of units insured—during 
a given period, in a given area, under 
a given coverage, and upon a given 
classification of vehicle. If the actual 
loss cost were $2,000,000, for in- 
stance, and 100,000 automobiles were 


insured, the “pure premium” would 
he $20. 


This “pure premium” figure could 
be used to determine the rate for all 
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automobiles insured in the state—if 
the probability of loss in all parts of 
the state were the same. But in most 
states the probability of loss varies 
greatly between metropolitan, subur- 
ban, and rural areas, and the rate- 
maker has available the loss statistics 
from the various territories within 
each state to show just what this var- 
iation is. As a matter of equity to the 
policyholders in less hazardous areas, 
therefore, he adjusts the “pure premi- 
um” by areas to fit the loss experience 
in each territory. 


This “pure premium,” of course, 
is not the insurance rate. It is merely 
the average amount—per unit insured 
in each classification and territory— 
which the casualty insurance com- 
panies calculate they will pay out dur- 
ing the next year or so in automobile 
losses. To that must be added the ex- 
penses incidental to doing business— 
taxes, licenses, certain claims ex- 
penses, inspection, auditing, adminis- 
tration, wages and production ex- 
pense, etc—the items of overhead 
common to all businesses. 


The difference between 100% of 
the automobile insurance rate and the 
total of expense is known as the “per- 
missible loss ratio.” If the total which 
has been approved for expenses con- 
stitutes 45% of the premium dollar, 
then the permissible loss ratio would 
be 55%. Assuming that the loss sta- 
tistics have shown the “pure premi- 
um” to be $20, and the “permissible 
loss ratio” is 55%, the automobile in- 
surance rate would be $36.36. This 
rate, when approved by the insurance 
supervisory authorities of the state, 
then goes into effect as of a set date. 


The procedure described is followed 
in making automobile casualty insur- 
ance rates for such major classifica- 
tions as private passenger vehicles 
and commercial vehicles, in states 
where automobile insurance rates are 
regulated. In some minor classifica- 
tions the rate used is derived from the 
rate for one of the major classifica- 
tions. 


HE national automobile rating or- 

ganization made up of stock cas- 
ualty insurance companies publishes 
an automobile casualty manual from 
which insurance companies can obtain 
information to make rates in states 
which do not have rate regulation; it 
consolidates the experience of its 
member companies both in the regu- 
lated and in the non-regulated states. 
The national rating organization for 


mutual casualty insurance companies 
has been active only in states having 
automobile insurance rate regulation. 


Insurance companies which do not 
belong to, or subscribe to, a rating 
organization may review their own 
loss experience by procedures similar 
to those which have been outlined. 
They may also study the most recent 
rates developed by the national rating 
crganizations, as a guide to determin- 
ing the reliability of their own loss 
experience. It would then be possible 
for an independent insurance company 
tc make such adjustments in its own 
rates as it might deem necessary to 
obtain the proportion it desires to 
have of the classes of insurance it 
wishes to write. 


It is generally recognized that the 
past loss experience of a single insur- 
ance company is not a satisfactory 
guide to its future loss experience. 
Combining experience is essential in 
casualty and surety rate-making. 


Insurance is an industry which can- 
not determine the cost of its product 
before the product is sold. The ex- 
pense of doing business can be esti- 
mated, as in other industries, but the 
cost of the product—determined by 
losses which occur—can be fixed only 
at a later date when losses have been 
established. 


Insurance rates are made upon the 
assumption that the future will, with- 
in reasonable limits, repeat the past. 
The broader the record of past per- 
formance, the greater is the proba- 
bility that it is not distorted by chance 
and the greater becomes the degree of 
accuracy of prognosis. The average 
insurance company does not have a 
sufficient volume of business to ren- 
der its own experience a safe guide 
for the future. Hence it usually is 
necessary that the experience of a 
number of insurers be combined in 
the making of rates. 


From the foregoing explanation of 
how automobile insurance rates are 
made it can be seen that the process 
is fundamentally a statistical job. A 
huge volume of accurate data upon 
automobile insurance losses and upon 
the number of automobiles insured 
must be collected, classified, and con- 
solidated. From this data must be 
calculated the average loss per in- 
sured unit which it is probable insur- 
ance companies as a group will be re- 
quired to pay out during a future 
period. When the percentage for the 
expense of conducting an automobile 
insurance business is added to this 
loss figure, the automobile insurance 
rate is the result. 











MMMM silica” | 


alli 


RE Batt. bee 





EUCLA idan cbse 


/ 
' 





eS eh 


\v 


choice lianas 





JouRNAL oF AMERICAN INSURANCE 























LEGAL AND ADMINISTRATIVE 
HANDICAPS TO A 
REHABILITATION PROGRAM 


By B. E. KUECHLE 





























EHABILITATION as discussed 

at the last three annual meetings 
of the Industrial Hygiene Foundation 
has referred only to the terminal 
phase of the program; namely, “put- 
ting the handicapped individual into 
remunerative employment’. In that 
sense the term is used here. 


At no time since industry became 
interested in the problem of employ- 
ing handicapped persons has such 
rapid progress been made in the place- 
ment of the physically and mentally 
handicapped as has been true since 
Pearl Harbor. Individuals who were 
considered hopelessly unemployable, 
even by skilled placement personnel, 
at last found opportunity to add their 
help, however trifling, to our all-out 
war effort. Hosts of individuals with 
no hope of ever again being able to 
assist in supporting themselves were 
found to have special talents, many 
times made more efficient because of 
their handicaps, that permitted them 
to do specific jobs even better than 
normal individuals could do them. 
Industry is convinced that handi- 
capped persons, properly placed, are 
a real manpower asset in its broadest 
sense. 


The gains made in the past few 
years of maximum employment in 
the placement of physically and men- 
tally handicapped persons at produc- 
tive employment must be consoli- 
dated ; they must not be lost, or even 
reduced. 


However, with the return of our 
veterans and a more plentiful employ- 
ment market, any menace to our posi- 
tion must be recognized and removed 
before the appreciation’ of the eco- 
nomic value of our disabled popula- 
tion as wage earners is lost sight of. 
Too many seriously disabled veterans 


are unemployed, and the picture will 
grow even darker unless all interested 
agencies, particularly public and gov- 
ernmental, will take leadership in re- 
moving such threats. Industry can- 
not continue to give preference to 
handicapped persons, be they veterans 
or not, where faulty laws and faulty 
administration of adequate laws im- 
pose financial penalties, many times 
very severe, following injuries in 
themselves inconsequential. 

Even of greater concern is the 
growing tendency of administrators to 
go beyond legislative intent of liberal 
interpretation of compensation laws 
and, by unjustifiable decisions based 
on wholly ridiculous reasoning of 
cause and effect, charge to industry 
the ordinary and expected conse- 
quences of disease and old age. 

The setback suffered by a well- 
planned and well-executed rehabilita- 
tion program in a community or state 
through ill-considered determination 
ot only one compensation case may be, 
and frequently is, truly pathetic. 


A glaring illustration of a defective 
law handicapping a broad rehabilita- 
tion program is the case of National 
Homeopathic Hospital Association of 
the District of Columbia, et al, vs. 
sritton, Deputy Commissioner, which 
was decided by the United States 
Court of Appeals of the District of 
Columbia on January 8, 1945, (147 
S 2nd 561). Frank Tyler, the injured 
employee involved in this claim, fell 
in the course of his work and frac- 
tured his right knee cap. Prior to 
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that injury, the claimant had suffered 
two nonindustrial accidents, in one of 
which he lost his left leg below the 
knee, and following the second ac- 
cident the left arm was amputated 
at the shoulder. 


The Deputy Commissioner awarded 
compensation for permanent total dis- 
ability. Even though the Longshore- 
men’s and Harbor Workers’ Com- 
pensation Act contains a second in- 
jury fund provision, the Deputy Com- 
missioner charged the entire claim 
against the employer for whom Tyler 
was working at the time he fractured 
his knee cap, because the previous in- 
juries were not received by the em- 
ployee under circumstances entitling 
him to compensation. 


The dissenting opinion of Judge 
Groner clearly sets forth the handi- 
caps to rehabilitation of the Federal 
act in this statement: “As has been 
said by us, and indeed by practically 
ail the Circuits, weakness, whether 
pathological or traumatic, which does 
not become manifest until a subse- 
quent accident, is not ordinarily 
thought of as prior disability under 
any provision of the act, and this 
generally accepted view is borne out 
by the great volume of decisions hold- 
ing that a subjective ailment, as a 
diseased heart, a diseased kidney, or 
a congenital deformity, or a pathologi- 
cal condition contributing to an injury 
or a death, does not relieve an em- 
ployer from the obligation of total 
indemnity. Doubtless, also, this would 
be true in cases like the one we have 
but for the exception (the second in- 
jury clause) which Congress wrote 
into the law; and it is not unreason- 
able, I think, to assume that Congress 
recognized that a one-legged man, a 
one-armed man, or a one-eyed man 
whose disability may have existed for 
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years, would have little chance in the 
ordinary labor market if the employer 
is forewarned that, in the event of an 
injury, he would be faced with full 
liability. The facts of this case seem 
to me to emphasize the correctness 
of the reasoning, for it is most un- 
likely, everyone will agree, that the 
injured man in this case, with only 
one leg and one arm, would ever have 
found a job if the employer knew 
that, in the event of a minor accident, 
liability would be calculated on the 
basis of both the old and the new. 
It seems therefore a fair conclusion 
that to avoid this discrimination in 
employment between an apparently 
sound and obviously unsound man, 
Congress wrote in the exception, and 
this, I think, is confirmed in a fair 
consideration of the evidence of the 
spokesman for labor, at the Congres- 
sional hearings where, advocating the 
inclusion of the exception, he said: 


“The second injury proposition 
is as much to the advantage of the 
employer and his interests as it is for 
the benefit of the employee. It pro- 
tects the employer who has hired, 
say, a one-eyed worker who goes and 
loses his other eye and becomes a 
total disability. The employer with- 
out this sort of thing (the second 
injury clause) would have to pay 
total permanent disability compensa- 
tion. Then, on the other hand, this 
also protects the worker with one 
eye from being denied employment 
on account of being an extra risk. 
Now by simply taking this up in this 
way, it is possible to protect both the 
employer and protect the one-eyed 
employee also.’ ” 


Another case under this same act 
was decided by Deputy Commissioner 
L. C. Brown of the Tenth Compensa- 
tion District on November 1, 1945, 
and the decision was affirmed by 
Judge Donovan of the United States 
District Court of the Fifth Division 
of the District of Minnesota. It is 
the case of Frank LeGarde vs. Tem- 
perance River Lumber Company. 
The decision found that the claimant 
became totally blind in his right eye 
in childhood. The vision in his left 
eye, dating back to at least 1940, was 
but 10% of normal. Both of these 
visual defects had been caused by non- 
industrial accidents or diseases. In 
this claim under consideration, the 
vision in the left eye, which amounted 
to only 10% of normal, was reduced 
to light perception. Compensation 


was awarded for permanent total dis- 
ability, all payable by the lumber com- 
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pany, with no contribution from the 
second injury fund. 


In his order approving the motion 
of the defendant, Deputy Commis- 
sioner Brown, to dismiss the action, 
Judge Donovan made this statement: 
“The reasoning used in the conclu- 
sions reached by the court in National 
Homeopathic Hospital Association of 
the District of Columbia versus Brit- 
ton is inferentially approved by re- 
fusal of the United States Supreme 
Court to grant certiorari, and seems 
to control and apply to the present 
case.” 


I had considerable correspondence 
with the Honorable Robert M. La- 
Follette, United States Senator from 
Wisconsin, about the need of remov- 
ing this legal handicap by amending 
the act. 


Volume I, Number 1, page 13, of 
the new bulletin entitled “Workmen’s 
Compensation Board Decisions”, re- 
leased by the Workmen’s Compensa- 
tion Board of the State of New York 
on June 1, 1946, contains a digest of 
a recent case under the caption “Blind 
Worker Disabled from Continuing 
Occupation for Which He Was 
Trained.” The digest reads as fol- 
lows: “Industrially blind worker who 
was trained and employed as a mas- 
seur developed a disabling dermati- 
tis from the materials used which pre- 
vented him from continuing such 
work. The carrier protested awards 
made to him for partial disability, 
contending that he would be able to 
earn wages at another occupation ex- 
cept for his blindness. Held, that 
since claimant is totally disabled from 
working in his own occupation, and 
as it has not been shown that he is 
able to earn wages ip another oc- 
cupation, he is industrially totally dis- 
abled.” 


In correspondence with the Hon- 
orable Mary Donlon, chairman of the 
New York Workmen’s Compensation 

3oard, I made this statement : “While 
I don’t quarrel with your decision in 
the light of your law, don’t you think 
that that sort of situation (referring 
to the decision) is going to make it 
extremely difficult for the successful 
placement of totally blind individuals ? 
After all, each one of these men, in 
order to be placed in industry, must 
have some very specialized training. 
If industry is going to be faced with 
the possibility of paying total disabil- 
ity to such individuals, don’t you think 
employers will be very loth to accept 
them for employment, particularly in 
a favorable labor market?” In her 
reply, Miss Donlon made this com- 


ment: “I am deeply interested, as you 
are, in the problems of rehabilitation, 
and I believe that the time is ripe for 
a more constructive approach to the 
rehabilitation of disabled industrial 
workers than has yet been attempted 
in this state. I shall count on your 
interest when we are ready to move 
forward, and I hope that will be very 
soon.” 


Need anything more be said to 
emphasize the importance of im- 
mediate revisions of those compensa- 
tion laws which force administrators 
to favor the individuals involved by 
granting awards which menace our 
progress in securing employment for 
handicapped individuals? While there 
may be some question whether so- 
called second injury funds are the 
complete solution to overcoming such 
handicaps as have been illustrated, the 
fact is that such funds have been 
given rather wide acceptance by agen- 
cies interested in rehabilitation, in- 
cluding employers’ organizations, la- 
bor organizations, and compensation 
insurance carriers. Any discussion of 
possible disservice of second injury 
funds would therefore be purely aca- 
demic. 


Congress and the legislatures of 
most states meet early in 1947. Com- 
pensation and rehabilitation adminis- 
trators should recommend the imme- 
diate revision and amendment of laws 
that in any way handicap the broadest 
possible rehabilitation program. A 
further delay of two years until our 
next legislative sessions are held may 
do irreparable harm. 


OWEVER, an even greater han- 

dicap than defective laws and 
one more difficult to remedy is the 
unconscionable administration of even 
adequate laws insofar as a rehabilita- 
tion program is concerned. 


Individuals with arrested tubercu- 
losis, particularly if they have been 
confined to a sanatorium, are most 
difficult to successfully rehabilitate. 
Not only is industry fearful that they 
may spread contagion before reacti- 
vation can be detected, but fellow 
workers are loth to tolerate such per- 
sons working in close proximity. 
However, through the continuing ef- 
forts of the National Tuberculosis 
Association and its affiliated state and 
local organizations, much progress 
has been made in recent years, and in- 
dustry has found such individuals 
most loyal and efficient employees. 
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The rehabilitation program involv- 
ing tuberculous individuals received 
quite a setback in Wisconsin recently 
following a decision by Examiner 
Flint of the Wisconsin Industrial 
Commission on November 15, 1944, 
in the case of Hoan vs. Ampco Metal 
Products Company. The examiner 
granted compensation to the employee, 
and in support of the decision assign- 
ed mental and physical strain incident 
to the employee’s work as the moti- 
vating reason for tubercular reactiva- 
tion. He detailed a previous primary 
tuberculosis, employment in a respon- 
sible position, intensity of application 
to his job in an attempt to make good, 
and resultant worry and mental strain 
and fatigue as sequential steps in the 
process of reactivation of his tuber- 
cular condition. He analyzed the 
reasons for worry and fatigue, and 
rationalized that a handicap of deaf- 
ness from childhood which impeded 
school work and interfered with asso- 
ciation with other boys and partici- 
pation in their sports and games made 
the claimant unusually conscientious, 
and engendered an exceptionally ser- 
ious attitude toward responsibility as- 
signed to him. In his work the claim- 
ant was entrusted with the custody of 
a secret metal and assigned a part in 
a secret process of manufacture. Aside 
from these duties his work was of a 
clerical nature as a filing clerk. 


Although subsequently reversed by 
the full Commission and completely 
disallowed, the examiner’s decision 
was given great newspaper publicity. 
Just one illustration will suffice to 
demonstrate the impact of this de- 
cision: 


At the December 18, 1944, execu- 
tive committee meeting of the Wis- 
consin Anti-Tuberculosis Association, 
of which I am a member, the minutes 
show that Executive Secretary Dr. 
Oscar Lotz made the following com- 
ments: “Dr. Lotz introduced the sub- 
ject of the employment of ex-tuber- 
culous patients. He called attention 
to a recent decision of one of the ex- 
aminers of the Industrial Commission 
on the basis that liability was granted 
to an ex-patient who was working at 
a desk job at the Ampco Metal Cor- 
poration. He had one or two other 
duties, none of which was heavy or 
burdensome. He developed active 
tuberculosis and apparently because 
of a plea of overwork and worry wa: 
awarded compensation. 


“Tnasmuch as the Association em- 
ploys about nine ex-patients, Dr. Lotz 
welcomed the opinion of the mem- 
bers in regard to the wisdom of con- 
tinuing such practice. He feels that 


JouRNAL oF AMERICAN INSURANCE 


we should continue to do so, but in 
view of the case mentioned above, it 
might be somewhat of a hazardous 
undertaking. The committee accepted 
the recommendation that the present 
employment policy be continued, as at 
nd time have ex-patients had a better 
opportunity to show their ability and 
value in industry. It was felt that 
most ex-patients would resent the de- 
cision of the examiner because, if up- 
held, it would interfere with their 
chance of getting employment.” 


When the executive secretary of an 
association interested in the rehabilita- 
tion of ex-tuberculous patients ex- 
presses a fear about an employment 
policy involving such individuals, 
what must be the attitude of the per- 
sonnel departments of other corpora- 
tions not having the same interest? 


Even more aggravating situations 
are presented by those cases of malig- 
nant disease, the etiology of which is 
unknown to medical science. In many 
of these diseases, while death is al- 
ways the end result, expectancy of 
life from the first diagnosis may be 
quite lengthy and such patients usu- 
ally have substantial wage-earning 
ability. Nevertheless, they are handi- 
capped just as are individuals who 
may be partially blind or be amputees. 


An illustrative case is that of Hall 
vs. Kornfeld-Harper Well Servicing 
Company affirmed by the Kansas 
Supreme Court on September 30, 
1944 (159 Kan. 70; 151 Pac (2d) 
688). 


This was a case of Hodgkin’s dis- 
ease, the etiology of which is un- 
known. It usually manifests itself in 
the beginning by enlarged glands of 
the neck. The results are always fatal, 
in from two to fifteen years. Work- 
men’s Compensation Commissioner 
Wyman dismissed the claim of the 
widow holding “that the deceased 
workman did not at any time make a 
claim that he had injured his neck in 
the accident of March, 1942, and that 
he worked until July 26, 1942; and 
the claimant herein failed to prove 
by substantial evidence that the de- 
ceased met with personal injury by 
accident arising out of and in the 
course of his employment which re- 
sulted in his death on February 27, 
1943.” 


In Kansas the District courts are 
permitted to review the findings— 
both fact and law—of the compensa- 
tion commissioner. Judge Allison of 
the District court of McPherson 
County, Kansas, reversed the decision 
of Commissioner Wyman on March 
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10, 1944, holding, among other things 
“that on said date, said Jesse H. Hall 
met with a personal injury by an acci- 
dent arising out of and in the course 
of his employment with the Korn feld- 
Harper Well Servicing Company 
which resulted in his death on Febru- 
ary 27, 1943; that at the time of the 
accident claimant was suffering from 
what is known as Hodgkin’s disease ; 
that the progress of the disease was 
hastened, aggravated, and accelerated 
by that accident and resultant injur- 
ies, thereby hastening the death of 
Jesse H. Hall.” 


The Supreme Court of the State 
of Kansas affirmed Judge Allison’s 
decision because, according to its opin- 
ion, there was credible evidence to 
support the finding of fact made by 
the District judge. 


It is sometimes pretty difficult to 
be critical of industry when, in the 
light of such decisions, employment 
is refused individuals suffering from 
malignant disease, heart disease, car- 
dio-vascular renal disease, and other 
diseases of degenerative types which 
always result in death without inter- 
vening causes. 


Courts of last resort in many juris- 
dictions, while affirming decisions of 
compensation boards, have decried 
their inability to change such decisions 
because questions of fact and not of 
law were involved. In most states, 
questions of fact are not reviewable. 
Complete disregard of scientific, log- 
ical medical evidence and the accept- 
ance of evidence based on rank specu- 
lation, while beneficial to claimants in 
particular cases, cannot help but be a 
deterrent to the enthusiastic support 
by industry of a more generous em- 
ployment policy toward handicapped 
individuals. 


The only way,this situation can be 
remedied and these handicaps re- 
moved is through an intensive edu- 
cational program sponsored by reha- 
bilitation agencies directed at admin- 
istrators and their referees, examin- 
ers, and deputies who preside at com- 
pensation hearings and render the de- 
cisions. 


I am blind in one eye. I should dis- 
like to receive compensation for some 
future injury because of such handi- 
caps as I have outlined when a favor- 
atle award would jeopardize the op- 
portunities of my fellow handicapped 
citizens from procuring employment ; 
neither do I wish to see other handi- 
capped individuals receive awards un- 
der these circumstances if by so do- 
ing my opportunities for continuing 
employment are jeopardized. 
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VOLUNTARY PREPAYMENT 
MEDICAL CARE PLANS 


HE voluntary pre-payment medi- 

cal care plan movement is an at- 
tempt on the part of the medical pro- 
fession to make available good and 
adequate medical care to the American 
public under terms and conditions 
within the reach of all. 

There have been tremendous ad- 
vances in the art and science of medi- 
cine during the past twenty or thirty 
years. There has been an accompany- 
ing rise in the costs of rendering ade- 
quate medical care in keeping with the 
petential of indicated and available 
care. As there has been evolution and 
progress in scientific and industrial 
attainments there likewise—though 
possibly at a slower pace—has been 
evolution and change in the social 
and economic processes and thought. 
Medical care of a scope and degree 
of effectiveness and efficiency un- 
dreamed of at the turn of the century 
can today be applied to the allevia- 
tion of human ailments and the bet- 
terment of the race. 

The big problem is how to make 
this store of service available to the 
public on terms which it can afford to 
meet and which will still insure con- 
tinual improvement of services by re- 
warding individual education, knowl- 
edge, skill, care, application, and in- 
itiative. Resort has necessarily been 
had to the insurance principle. Con- 
trary to the campaign of calumny 
presently being conducted against 
American medicine by the false pro- 
phets of seeming social reform, this 
movement has not been due to pres- 
sure from governmental social agen- 
cies or from legislative panaceas such 
as the Wagner-Murray-Dingell bill, 
er its several progenitors. This at- 
tempt to make medical services more 
generally available to the mass of the 
public by the application of the insur- 
ance principle of spreading risks is 
the evolution, not of pressure, but of 
the thinking and realizations of a so- 
cially minded profession. 


The medical profession then has 
been cognizant of the changing eco- 
nomics of the times and of the desir- 
ability, if not necessity, of devising 
some method, or combination of meth- 
ods, for the widespread distribution 
of sound medical care, adequate both 
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in quantity and quality and under such 
financial arrangements as will make 
that care available to the mass of the 
public. The prepayment risk sharing 
principle was one obvious answer to 
the need—an answer thoroughly in 
keeping with our American ideals. 
Another alternative was governmental 
intervention in a field that by its very 
nature, if adequacy and continued 
progress is to be achieved, and if de- 
terioration and retrogression is not 
to follow, must be reserved to private 
initiative. Frankly, the latter alterna- 
tive is totally unacceptable to the 
medical profession and efforts have 
been concentrated on the first course 
of action. 


It must here be emphasized that 
the medical profession is concerned 
primarily with the most widespread 
utilization of available medical care 
at the lowest possible cost to the pub- 
lic consonant with the maintenance of 
present quality and the opportunity 
for future scientific progress. The 
medical profession’s main concern is 
to render that care. Obviously, it must 
be compensated at a level that will not 
tend to deteriorate or abase the quali- 
fications and attainments of its mem- 
bers. It seems equally desirable from 
the standpoint of public welfare that, 
if the medical profession confines it- 
self to the service features of the 
problem, no lay agency should be per- 
mitted to intervene and to profit from 
acting as broker between physician 
and patient. 


Here is a situation in which our 
American institution of insurance 
could have and still can perform a 
most valuable function. Whatever 
the reason, lack of actuarial experi- 
ence in the field, lack of initiative, or 
what it may be, it must be frankly 
admitted that the insurance companies 
to date have shown some reluctance 
to enter into the field adequately and 
have not been sufficiently alert to the 
opportunities presented and the dan- 
ger that confronts them as well as 
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American medicine if the voluntary 
prepayment medical care plan move- 
inent is not extended to cover a num- 
ber of beneficiaries, as many or more 
as now are covered by policies of life 
insurance. In any event, the medical 
profession itself and with little co- 
operation from the insurance com- 
panies engaged in what it recognized 
in the first few years was frank ex- 
perimentation in perfecting arrange- 
ments for supplying medical care to 
selected groups on the pre-payment, 
risk sharing basis. It is believed now 
that on the basis of past experience 
and performance that the experimen- 
tetion basis is just about over. 


I desire later to go into the history 
of these experiments, what actually 
has evolved as of today therefrom, the 
coverages offered, the costs, and some 
statistical’ and financial figures, but 
here I desire to re-emphasize that the 
medical profession’s primary con- 
cern in the movement, aside from cer- 
tain safeguards as to quantity and 
quality of service, is to obtain the 
widest possible spread at the minimum 
possible cost. 

If the medical profession itself can 
only attain that result through the 
medium of non-profit corporations 
with medical participation and under 
medical surveillance, then that is the 
device that it favors. If the desired 
result can be obtained by insurance 
companies with medical cooperation, 
then that is the arrangement that it 
desires. If the insurance companies 
with their wealth of experience and 
presumably more efficient administra- 
tive procedures can give the patient a 
more reasonable return in service oa 
what we may call the premium dollar 
than the so-called non-profit medical 
service plan corporations, obviously 
there is no place in the picture for 
such corporations and the medical 
profession will want no part of them. 
The medical profession, after all, does 
not want to be in the insurance busi- 
ness, and desires the totality of its 
efforts and energy to be devoted to the 
practice of the healing art. 


Now to discuss for a few minutes 
the evolution of the movement: Pub- 
lic interest in the devising of plans 
whereby people of moderate or low 
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income could budget to meet the ca- 
tastrophic expense of medical and 
surgical care on a pre-payment basis 
first became manifested in the 20’s 
and increased in the early 30’s, un- 
doubtedly accelerated by the depres- 
sion. Already in the 20’s pre-pay- 
ment medical and hospital plans were 
in existence in Oregon and Washing- 
ton, probably due to the fact the pro- 
visions of the Workmen’s Compensa- 
tion Acts of those two states per- 
mitted employers to use the funds 
collected under the two acts to con- 
tract for medical and hospital serv- 
ices for their employees, regardless 
as to whether or not the illness or 
disability could be attributed to the 
employment. For the time being 
these so-called plans or arrangements 
were operated by lay individuals or 
so-called hospital associations, essen- 
tially under lay control, and were 
operated at times with the profit mo- 
tive primarily in mind. All the in- 
herent evils of contract practice de- 
veloped to produce a lowered standard 
of medical care, insufficient payments 
to physicians providing care, and 
domination of services and care by 
financial rather than medical consider- 
ations. 
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To correct this, local medical so- 
cieties in the two states undertook to 
act as contracting agencies and medi- 
cal service bureaus were developed 
in most of the counties to act in this 
capacity. These bureaus later ex- 
panded into pre-payment plans for 
medical and hospital care available 
to the public at large, and thus the 
movement gained an impetus and ma- 
turity in these two states and a wide- 
spread percentage of coverage, at least 
in Washington, equalled nowhere else 
in the country. 


In the early 30’s, with the deepen- 
ing of the depression, relief programs 
were initiated by state and Federal 
agencies ; and in many areas state and 
county medical societies entered into 
arrangements under which medical 
care was furnished to the indigent 
by a physician of the patient’s choice 
and paid for by the appropriate gov- 
ernmental agency. Quite frequently 
the agency paid the affected medical 
society a stated sum per month per 
relief client and the society in turn 
would pay physicians on a pro rata 
basis, according to the amount of serv- 
ices rendered. Plans were also de- 
veloped contemporaneously by local 
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iwedical societies and the Farm Secur- 
ity Administration for providing 
medical care for farm families. The 
plans varied, but basically the local 
society guaranteed medical care in re- 
turn for the limited funds made avail- 
able by FSA, which in turn were dis- 
tributed by the society on a pro rata 
basis, accordingly, as the individual 
physician rendered services. 

The picture would not be complete 
without a reference at this time to the 
pre-payment hospital service plan 
movement commonly called Blue 
Cross, which operated on a so-called 
non-profit basis, and which originated 
late in 1929 at Baylor University Hos- 
pital in Texas. By 1934 similar ar- 
rangements had spread throughout the 
Southwest, California, St. Paul, Min- 
nesota, and Durham, North Carolina, 
New Orleans, and Washington, D. C. 
The movement gained significant im- 
petus with the establishment in 1935 
of Associated Hospital Service of 
New York and by January 1, 1937, 
970,000 persons were enrolled in non- 
profit hospital service plans. The 
movement has spread and by July 1, 
1946, there were an estimated 21,733,- 
698 beneficiaries covered by such 
plans in the United States. 
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PROFESSIONAL CONTROL. (2) 


ARBITRATION. 


FREE CHOICE OF PHYSICIAN. 


PATIENT-PHYSICIAN RELATIONSHIP. 


STATEMENT OF BENEFITS. 


The acceptance of a plan and the seal of the Council are 
intended to signify that the plan conforms with or meets the 
following standards or requirements: 


LOCAL APPROVAL. (1) The prepayment plan must have 
the approval of the state medical association—or if local, of 
the county medical society in whose area it operates. 


The medical profession 
should assume responsibility for the medical services included 
in the benefits; the medical profession is qualified legally and 
by education to accept responsibility for the character of the 
medical services rendered. 


(3) Provision should be made for a medical 
director acceptable to the county or state medical society, or a 
committee appointed by either of these groups, to adjust 
difficulties and complaints. The medical director or commit- 
tee members may be paid on a per diem basis for the time 
involved in handling such matters. 


(4) There should be no 
regulation which restricts free choice of a qualified doctor of 
medicine in the locality covered by the plan who is willing 
to give service under the conditions established. 


(5) The method 
of giving the service must retain the personal, confidential 
relationship between the patient and physician. 

(6) The plan should be organized and operated to pro- 
vide the greatest possible benefits in medical care to the sub- 
scriber. Honesty of purpose and sincere consideration of 
mutual interests on the part of the subscribers, the physicians 
and the plans are presupposed as necessary considerations for 
successful operation. 

(7) The dues from subscribers through premium rates 
should be adequate to provide for the benefits offered and 
the risks involved. 


In determining such factors the Council will utilize the 
experience of those plans that ate and have been operating 
successfully, but will not discourage experiments in other types 


of coverage provided such experiments are limited in scope 
and capable of scientific evaluations. 


(8) These benefits may be in 
terms of cash indemnity or service units. Where benefits are 
paid in cash to the subscriber it must be clearly stated that 
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PROMOTION. 


ENROLLMENT. 
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these benefits are for the purpose of assisting in paying the 
charges incurred for medical service and do not necessarily 
cover the entire cost of medical service, except under specified 
conditions. 

(9) Subscribers’ contracts must state clearly the benefits and 
conditions under which medical services will be provided or 
cash indemnities paid. All exclusions, waiting periods, and 
deductible provisions must be clearly indicated in the promo- 
tional literature and in the contracts. 


(10) Promotional activities must be reasonable 
without extravagant or misleading statements concerning the 
benefits to the subscribers. In approving promotional mate- 
rial the Council will endeavor to indicate the type of state- 
ments which are acceptable and the nature of those considered 
objectionable. It is not the function of the Council to edit 
all copy word for word and sentence for sentence, but rather 
to indicate the general type of revision required in any given 
piece of literature. It expects the spirit and intent of such 
objections to be observed in the remainder of the copy not 
specifically criticized. Promotional activities will include any 
devices for informing the public or the profession. 


(11) Enrollment practices shall be based on 
sound actuarial principles such as will not expose the plan to 
adverse selection. Group enrollment is recommended until 
further experience warrants the acceptance of individuals. 

(12) It is understood that the plan of organization will 
conform with state statutes and that the plan will operate on 
an insurance accounting basis with due consideration for 
earned and unearned premiums, administrative costs and re- 
serves for contingencies and unanticipated losses. Supervision 
should be under the appropriate state authority. 


(13) Each accepted plan must submit periodic reports of 
financial and enrollment experience in the manner prescribed 


by the Council. 


DURATION OF ACCEPTANCE. Acceptance of plans by the 


Council will be for a period of two years or until revoked 
provided they comply with the standards during this period) 
at the end of which all contracts and financial statements be 
re-examined. A shorter period of approval may be granted 
at the discretion of the Council. Any changes in contracts 
or literature during the period of acceptance must be sub- 
mitted to the Council for review. 
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Unfortunately, there was no co- 
ordination between the two move- 
ments—hospital service and medical 
service—and they developed separate- 
ly and independently of each other. 
The hospital service movement to date 
would seem to be about six years 
ahead of the medical care plan move- 
ment in enrollment—or to put it an- 
other way, the medical care movement 
is now, so far as enrollment is con- 
cerned, about where the Blue Cross 
movement was six years ago. What- 
ever the reason, whether or not be- 
cause the need for hospital services 
is a more predictable risk than is the 
need for medical services, while the 
hospital movement was spreading 
rapidly, the establishment of medical 
care plans was of slower evolution. 
This relative difference will not re- 
main constant indefinitely, and from 
present indications in the predictable 
future, the medical care plan move- 
ment will equal or excel the hospital 
figures. After all, hospital care is 
just a part of the overall picture of 
medical care, and is merely an adjunct 
to or auxiliary aid to the practice of 
medicine. 


EDICAL. societies other than 

the Washington and Oregon 
societies began experiments with pre- 
payment plans for the public at large 
in the middle 30’s. Irresponsible or 
inexperienced lay groups, some fly- 
by-night promoters, and some _ so- 
called health cooperatives, during the 
same period in some areas, attempted 
to provide hospital service or medical 
service, or a combination of plans, 
supplying an attenuated medical care 
through the agency of employed phy- 
sicians and contract hospitals. These 
developments injected the insurance 
commissioners of some states into the 
picture to provide needed regulation. 
These plans, as well as hospital serv- 
ice plans, would seem to constitute 
insurance under the statutes and de- 
cisions of most states and, further- 
more, in the absence of permissive 
legislation the operation of the med- 
ical care programs might well consti- 
tute the practice of medicine by a 
corporation, which seems practically 
universally illegal. 


The insurance codes of most states 
on examination proved to be inade- 
quate for the particular demands of 
the new insurance vehicle being de- 
veloped, and a special type of enab- 
ling legislation was not long in ap- 
pearing, both with respect to hos- 
pital service plans and to medical 
service plans. This special enabling 
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legislation for hospital service plans 
was enacted first in New York in 
1934, and to date similar legislation 
is on the statute books of 34 states. 
It, 1939 laws were enacted in Con- 
necticut, Michigan, New York, Penn- 
sylvania, and Vermont authorizing 
the formation of corporations to op- 
erate non-profit medical service plans, 
putting the regulatory power and 
power to visit and inspect in the state 
insurance commissioner, setting spe- 
cific standards for such corporations 
and their operations, but otherwise 
exempting them from the insurance 
laws of the state. As of today, such 
legislation is in effect in 25 states. 


With the aid of this enabling legis- 
lation and in some states under exist- 
ing insurance statutes, approximately 
as of date, there are said to be eighty- 
four voluntary prepayment care plans 
in operation in thirty-two states and 
in Hawaii and Puerto Rico, with a 
total enrollment somewhere near the 
4,000,000 mark. In addition, some 
thirteen states and the District of 
Columbia are in various stages of plan 
development. Most of the existing 
plans and plans now in the process 
of formation are sponsored or ap- 
proved by the applicable local med- 
ical society. The remainder, if they 
cdo not presently have local medical 
society approval, are Blue Cross oper- 
ations. 


Four of these plans, as of June 30, 
1946, had an enrollment in excess of 
200,000 each: Michigan Medical 
Service, 847,881; California Physi- 
cians’ Service over 337,000; Massa- 
chusetts Medical Service 275,000, and 
United Medical Service of New York 
274,861. Ina six months’ period these 
four plans have had an average in- 
crease in enrollment of 55%. Eleven 
of the plans have an enrollment of 
between 50,000 and 200,000. On the 
whole, enrollment reports from most 
plans show general and encouraging 
growth for the first six months of this 
year, six plans showing an increase 
of over 100% and sixteen an increase 
of over 50%. To illustrate further 
the rapidity of the movement now 
that it has gotten under way, there 
was an over-all increase of 114% 
during 1945. 


By far the majority of existing 
medical service plans are operated by 
special non-profit corporations. A 
few, notably in Washington, Oregon, 
and the state medical society plan in 
Ohio, are operated by special insur- 
ance companies formed under the ap- 
plicable insurance codes of the states 
in question. Even in such states, how- 
ever, the operations in effect are non- 
profit in character, since the stock is 
held solely by members of the medical 


profession in trust for specified pur- 
poses. 


As indicated before, the operations 
of such non-profit corporations need 
not preempt the field, as there is an 
imperative need for responsible insur- 
ance companies to enter the field also. 
Certainly, the insurance companies 
can be assured of the wholehearted 
support of the local medical profes- 
sion in the states in which they wiil 
operate. In some states the future 
pattern definitely indicates that the 
underwriting will be done by com- 
mercial carriers in accordance with 
an over-all plan agreed on between 
the medical society and the participat- 
ing underwriters. Such an agreement 
has been made in Wisconsin between 
the state medical society and some 
twenty-six insurance carriers, and re- 
cent developments indicate that that 
ultimately will be the sole device used 
iu the state for the medical service 
plan. To date an estimated 50,000 
beneficiaries are covered under these 
arrangements in Wisconsin. The State 
Medical Society of Illinois has entered 
into a somewhat similar agreement 
with one carrier, but it is hoped that 
ultimately more carriers will partici- 
pate in the underwriting. So far, no 
contracts have been written. Plans in 
the process of formation in Minne- 
sota, Connecticut, Arkansas, and 
Tennessee may utilize commercial 
carriers exclusively. 


UCH detail could be given con- 

cerning the coverage of these 
plans and a general statement with 
respect to all of them is difficult to 
frame adequately. As a rule, how- 
ever, the plans provide a combination 
of service and cash indemnity, pro- 
viding complete payment directly to 
the physician for general surgical and 
obstetrical services and limited diag- 
nostic x-ray and anesthesia for a con- 
tract holder and his dependents up to 
a certain income limit—varying in 
amount according to the plan, but 
generally from $2,000 to $3,000. The 
perticipating physicians agree with 
respect to patients in the indicated 
income category to accépt payment 
from the plan as payment in full for 
their services. With respect to a con- 
tract holder with an income in excess 
of the upper limit the amount paid by 
the plan is to apply on the total bill 
charged by the physician. Again, it 
is difficult to state the monthly premi- 
um charged—some plans are as low 
as 60 cents per month for a subscriber 
and $1.65 per month for a family. 
As an average, however, the monthly 
premium would seem to be about 80 
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. cents for a subscriber and $2.00 for 


a family. A few of the plans also pro- 
vide a medical rider for a limited 
amount of so-called medical cover- 
age—that is for medical services for 
hospital illnesses. This generally adds 
about 10 cents to the monthly premi- 
um for a subscriber and about $1.00 
for a family. 


On the whole, the plans contem- 
plate only surgical, obstetrical, and 
related services which may be referred 
to as common catastrophic occur- 
rences. 


The great problem of a complete 
medical coverage still awaits solution 
and its solution is complicated by two 
factors: (1) The apparent unwilling- 
ness of the average American to pay 
the premium that would seem to be 
indicated for a complete coverage, 
which from incomplete studies would 
seem to be from $80.00 to $100.00 
annually per family; and (2) por- 
tions of medical care, on analysis, may 
not be insurable hazards, due to the 
presence of the elements of control 
on the part of the insured. Surgical 
benefits and even maternity benefits 
inay be properly regarded as benefits 
that accrue on the happening of an 1n- 
surable contingency. General medical 
care may or may not be so catego- 
rized. Possibly, it may be so regarded 
if some deductible features, or var- 
iants thereof, are involved so that the 
occurrence of the contingency insured 
against is put out of the personal con- 
trol of the insured. In any event, the 
problem, while hard to meet, cannot 
and will not be laid to one side. The 
medical profession and the insurance 
companies must solve it. Some plans, 
as already indicated, are already ex- 
perimenting on medical coverage and 
assuredly the experiments will ex- 
pand. 


The experimentation that has been 
carried on by the plans has been made 
possible by the willingness of the 
medical profession itself to accept, if 
necessary, and if experience is unfav- 
orable, what in effect are reduced fees. 
Again, it is unsafe to generalize, but 
in many of the plans the participating 
physicians, particularly in those plans 
that have been approved by local med- 
ical societies and are not of Blue 
Cross inception, are paid on the so- 
called unit basis which operates some- 
what as follows: Premiums collected 
each month are segregated into two 
funds, an administration fund and a 
fund to pay the participating physi- 
ciens. The administration fund 1s 
used to defray operating costs. At the 
end of each month the participating 
physicians’ fund is distributed to those 
physicians who have rendered during 
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the preceding month services covered 
by the plan. 

This distribution is accomplished 
by assigning to each type of profes- 
sional service an arbitrary “unit 
value.” For example, an office call is 
one unit, an appendectomy fifty units. 
At the end of each month all “units 
v1 service” rendered in the month are 
added and the sum of dollars in the 
participating physicians’ fund is di- 
vided by the total of such “units of 
service.” The figure resulting is the 
dollar value of each unit of service 
for that month. The participating 
physicians’ fund is then distributed 
to those physicians on the basis of 
the number of units of service ren- 
dered by each during the month. 
Hence, each physician receives a sum 
equal to the number of units of serv- 
ice rendered by him in the month, 
multiplied by that month’s “dollar 
unit value.” However, such distribu- 
tion per unit never can exceed a maxi- 
mum fee schedule set up in the con- 
tract. 


Every attempt has been made in 
the operation of these medical serv- 
ice plans to hold down administrative 
expenses and to see that the maximum 
of the premium dollar is returned in 
the form of service. Obviously, dur- 
ing the first year or two of the opera- 
tion of a plan the administrative ex- 
penses are disproportionately high, so 
a discussion of those expenses of a 
new plan would not present a fair 
picture. 

With respect to an established plan 
in operation for two years or more, 
typical is the experience of the Col- 
orado Medical Service, whose claims 
paid in 1945 were 88.1% of the 
premium dollar, while administrative 
expenses ran 9.2% ; with respect to 
Michigan Medical Service for 1945 
the figures were 79.7% and 11.3% 
respectively ; Surgical Care of Kansas 
City 78.9% and 15.2%; Massachu- 
setts Medical Service 58.4% and 
14.3% (the difference accounted for 
by reserve requirements); Oregon 
Physicians Service 86.7% and 11.5% ; 
and California Physicians’ Service 
87% and 22.1%. Frankly, with re- 
spect to the more recently established 
plans, the figures are not so favorable. 


S the rendition of medical care is 
primarily a local affair, so is the 
operation of medical service plans. 
There has been no national or central 
direction to the movement. The move- 
ment essentially has resulted from 
local initiative and the assumption by 
local medical societies of their ethical, 
moral, and historical duty to provide 
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for their people. To give stimulus 
and impetus to this and other indi- 
cated adjustments to social and eco- 
nomic realities, there was created in 
the American Medical Association in 
1943 a Council on Medical Service, 
among whose duties are: (1) To 
make available facts, data, and med- 
ical opinions with respect to timely 
and adequate rendition of medical 
care to the American people; (2) to 
ivestigate matters pertaining to the 
economic, social and similar aspects of 
medical care for all the people; and 
(3) to study and suggest means for 
the distribution of medical service to 
the public consistent with principles 
adopted by the House of Delegates 
of the American Medical Association. 
The Council in carrying out these 
duties created in February, 1946, a 
Division of Pre-Payment Plans, 
which has proceeded to gather ma- 
terial and data to be used as a basis 
of studies on enrollment, administra- 
tive costs, claims administration, and 
other phases of the program. The 
Council has formulated principles and 
standards for guidance. The plans 
that meet these standards will be 
granted approval by the American 
Medical Association. To date twen- 
ty-seven plans have been granted this 
seal of acceptance. 


Cognizant of the role that both the 
medical profession and the insurance 
companies must play, the Council has 
held a series of conferences with rep- 
resentatives of insurance associations, 
including such groups as American 
Mutual Alliance, American Life Con- 
vention, Life Insurance Association 
of America, Health and Accident Un- 
derwriters’ Conference, Personal Ac- 
cident and Health Underwriters, As- 
sociation of Casualty and Surety 
Executives, and the National Frater- 
nal Congress. A result of these con- 
ferences has been the creation of two 
permanent joint committees: One to 
consider the problems of insuring the 
rural population; and the other to 
make a joint study of unit fee sched- 
ules, indemnity and service contracts, 
and claims and operational problems. 
A basis for cooperative action is be- 
ing seriously explored and significant 
results can well follow. 


I personally believe that real prog- 
ress is being made in the medical 
care plan movement and that it is 
reasonable to expect a very rapid in- 
crease in total enrollment with the 
evolution of new plans and with the 
expansion and growth of existing 
plans. Good and adequate medical 
care is going to be made available on 
a widespread basis to the American 
people on terms which they can afford 
to meet. 
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FULL COVERAGE 





INSURING PARCEL POST 
SHIPMENTS 


ETAIL stores use parcel post 
delivery to a much greater extent 
than commonly is realized, since many 
must make frequent deliveries out- 
side the small area in which they can 
maintain their own delivery service. 


Insurance company protection for 
parcel post shipments has certain ad- 
vantages over government insurance, 
the most obvious being the lower cost 
—especially for small-value packages, 
and in cases where the volume of par- 
cel post mail is sufficient to justify 
an open or reporting form. The post- 
office fee for insuring a package not 
exceeding $25 in value is ten cents; 
the customary insurance company fee 
for a similar package is one coupon, 
valued at five cents. The postoffice 
fee on valuation between $25 and $50 
is fifteen cents; the usual insurance 
company coupon fee is ten cents. 


Where packages ordinarily are of 
less than $50 value they may be sent 
by ordinary parcel post and insured 
at these nominal rates. Because it 
does not require that each package be 
specifically insured by the postoffice 
clerk, the insurance company method 
is much simpler. A store with a 
large volume of parcel post mail saves 
much time if it can wrap and stamp 
its own mail in one operation, include 
a parcel post coupon or make the 
necessary listing, and then deliver the 
packages to the postoffice without 
waiting for individual insurance re- 
ceipts on each one. 


With more valuable shipments it 
is usual to require that the package 
be government-insured for an amount 
not exceeding $50. The postoffice 
gives insured parcel post more careful 
handling, and it can be traced if it is 
lost. Insurance companies will pro- 
tect government-insured parcel post 
packages up to a value of $500, but 
will not cover beyond $100 on un- 
registered or ordinary parcel post 
mail. Governtnent parcel post in- 
surance is not available above a value 
of $200, and stores shipping merchan- 
dise valued between $200 and $500 
need insurance company protection. 


JouRNAL OF AMERICAN INSURANCE 


Deusted to 


‘UNDERWRITING AND TECHNICAL PROBLEMS OF 
INLAND MARINE AND AVIATION INSURANCE 


bg W.H. RODDA 


The coupon form of parcel post 
policy is used for stores or mail order 
hcuses whose shipments do not justi- 
fy a reporting form, usually those 
whose shipments do not exceed $25,- 
000 a year. The insurer issues a 
policy with coupons attached in books 
of 100, 200 or 500. The shipper 
places one or more coupons in each 
package (depending upon the value 
to which he wishes it protected), and 
lists shipment and addressee on the 
coupon stub. In case of loss the in- 
surance company need only examine 
the stubs to determine the valuation 
placed upon the package. The re- 
ceipt for government insurance, when 
that also is secured, should be attached 
to the coupon stub. Insurance com- 
pany representatives will find the par- 
cel post coupon policy an excellent 
approach to desirable retail stores and 
small mail order houses. Many stores 
never have been told of the simplicity 
of insuring their parcel post ship- 
ments in this way, and it is an excel- 
lent lead to new business. 


Where total annual value of an in- 
sured’s shipments exceed $25,000 a 
year, a reporting form of policy may 
prove simpler. It covers all shipments 
made by the insured, and requires 
merely that he keep a record of all 
shipments on which insurance is de- 
sired. This gives date and value, 
name and address of the consignee, 
and class of mail by which shipped ; 
in case of loss the coverage can be 
determined by examination of this 
record. The usual rate is about 
twenty cents per $100 of value ship- 
ped, although this may vary upward 
if merchandise is of a hazardous na- 
ture or the radius of shipment is un- 
usually great. 


Coverage provided by the parcel 
post policy is broad, insuring safe 
arrival of property at destination. It 
covers only while the package is in 
postoffice department custody, not 
while it is being taken to the post- 
office by the insured’s employee nor 
aiter successful delivery. The ex- 
clusions are few. Accounts, bills 


currency, evidence of debt, notes or 
securities are not covered ; they should 
be shipped by registered mail, and 
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would be insured under other arrange- 
ments. Certain perishables are cov- 
ered only for loss by fire, theft, pilfer- 
age or non-arrival. Merchandise must 
be shipped in response to a definite or- 
der or request, or in accord with some 
definite consignment arrangement. 
Packages must be securely wrapped, 
pioperly addressed, carry proper pre- 
paid postage, and guarantee return 
postage. Descriptive labels are pro- 
hibited, since there is less chance of 
theft if contents cannot be determined 
from the outside of the package. 


When a reporting form of parcel 
post policy develops an unfavorable 
loss ratio there frequently is an op- 
portunity for the insurance company 
to render real service by pointing out 
defects in the insured’s mailing sys- 
tem. If employee dishonesty is in- 
volved it may be necessary to require 
a mailing receipt for each package. 
Proper packaging is important. The 
insurance company can suggest a 
change in package style, or a type of 
return address which will meet postal 
requirements and still not.reveal the 
nature of the insured’s business. The 
insurance company _ representative 
should observe the methods employed 
iti the insured’s mailing room to make 
certain that packages customarily are 
wrapped and tied so that they will 
withstand hard usage. Postal em- 
ployees ordinarily do not treat par- 
cel post packages roughly, but proper 
packaging makes it certain that they 
will get through safely. 


The parcel post insurance policy 
gives the insurance agent or salesman 
an opportunity to provide that extra 
service which may be the difference 
between complete insurance protection 
arid the mere purchase of a few in- 
surance policies. The procedure is 
simple, the coverage is effective, and 
it relieves the policyholder of the 
necessity for remembering or deciding 
whether packages need to be insured. 
It is a business builder for the in- 
surance company, and a necessity for 
a well-rounded insurance program for 
any organization which makes a prac- 
tice of shipping by parcel post. 
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